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THE PRESENT 
STATUS OF WHOLESALE TRADE 


By MELVIN T. COPELAND 


I 


HE present status of wholesale 

T eest in the United States is ‘“‘un- 
settled.”” In nearly every line of 
industry some of the major problems to 
which especial attention is being given 
by business men at the present time are 
the problems of wholesale distribution. 
In the grocery trade, for example, the 
service wholesalers—that is, those who 
carry stocks, employ traveling salesmen, 
and grant credit to their customers, and 
through whose hands practically all gro- 
ceries passed a generation ago—are 
now handling a substantially smaller 
share of the total grocery business than 
they formerly handled. This change 
has resulted, to a small extent, from the 
increased volume of sales direct to unit 
stores by several manufacturers, such as 
Procter & Gamble Company, but more 
largely from the growth of chain store 
companies, retailers’ cooperative buying 
associations, cash-and-carry wholesalers, 
and desk jobbers, so called. In an effort 





to meet these competitive conditions, 
several service wholesalers have opened 
chains of cash-and-carry wholesale 
stores, and several others have organ- 
ized groups of retailers, each group to 
sell under:a common brand and to buy 
their merchandise from a single whole- 
sale grocer. Whether or not these ex- 
periments prove successful ultimately, 
they have the temporary effect of add- 
ing to the unsettlement in the industry. 
In the drug trade the service whole- 
salers have likewise been subjected to . 
increasing competition from chain store | 
companies and retailers’ cooperative 
buying associations. In the electrical 
trade the two largest manufacturing 
companies are reported recently to have 
acquired control of groups of jobbers in 
order to be able to direct the wholesale 
distribution of their products. These 
jobbers continue to handle the products 
of various other manufacturers, but, ob- 
viously, a new set of conditions is cer- 
tain to exist for the industry at large. 
In the hardware trade the service 
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wholesalers have been less affected, per- 
haps, than the service wholesalers in 
most other trades, but even in the hard- 
ware trade the competition between the 
national wholesalers and the local 
wholesalers is keen, and various manu- 
facturers are more or less restless re- 
garding the methods of wholesale dis- 
tribution. One of the outstanding 
events in the wholesale hardware trade 
in recent years has been the merger of 
the Winchester Company with the Sim- 
mons Hardware Company, which was 
the result of very special circumstances, 
but which, nevertheless, placed a large 
manufacturing company in control of a 
large wholesale business. In the paint 
and varnish trade, which is closely re- 
lated to the hardware trade, manufac- 
turers commonly sell directly to large re- 
tailers, and several manufacturing com- 
panies have recently opened chains of 
retail stores. As a result, numerous 
paint and varnish wholesalers are not 
prosperous. 

In the wholesale dry goods trade, 
conditions are particularly unsettled. 
The bulk of the cotton goods which are 
sold by the yard in retail stores, it is 
true, still pass through the hands of the 
service wholesalers. On the basis of 
data obtained on the distribution of tex- 
tiles in 1924, it was concluded that be- 
tween 80% and 90% of the cotton 
goods which were sold at retail as piece 
goods were handled by wholesalers.! In 
the silk trade a somewhat smaller per- 
centage of the piece goods went through 
wholesalers’ hands. In the hosiery 
trade, although no exact figures are 
available, a still smaller proportion of 





1 Harvard University, Bureau of Business Re- 
search, Bulletin No. 56, Distribution of Textiles, 
p. 155. 

? Such changes are not a new phenomenon in the 
wholesale dry goods trade. Several marked changes 
had occurred prior to 1915. See Paul T. Chering- 
ton, The Wool Industry, pp. 140-150. 


the output probably is handled by 
wholesalers. The piece goods figures, 
furthermore, do not tell the whole story 
for the cotton industry, because the sales 
of ready-to-wear goods and of other 
fabricated articles have been increasing 
more rapidly, it is believed, than the 
sales of piece goods in retail stores, and 
much of the ready-to-wear merchandise 
does not pass through wholesalers’ 
hands. The unsettled conditions in the 
wholesale dry goods trade also are in. 
dicated by the liquidation, merger, or 
bankruptcy of numerous dry goods 
firms during the last two years. Claflins, 
Incorporated, of New York City, for 
instance, one of the national dry goods 
wholesalers, decided a year ago to liqui- 
date its business. Another large whole- 
sale dry goods firm, the John V. Far. 
well Company, of Chicago, sold its busi- 
ness to Carson, Pirie, Scott & Company. 
Several wholesalers located in cities on 
the Missouri River sold or liquidated 
their businesses, and in the entire country 
from New England to the Pacific Coast 
there has been a disappearance from the 
market of a considerable number of 
wholesale dry goods firms.? The recent 
changes in the dry goods trade have 
been caused, in part, by the activities of 
the chain store companies, buying syn- 
dicates, and the practices of several 
manufacturers in selling directly to de- 
partment stores. A more potent cause 
for the changes in the wholesale dry 
goods trade, however, has been the 
shifting of markets. With the construc- 
tion of good roads and the increased use 
of automobiles, the trade in dry goods 
stores located in small towns has tended 
to decline, and the services of wholesal- 
ers for supplying those stores, therefore, 
have been less in demand. 

In the shoe trade the old-line whole- 
salers handled only a small fraction ot 
the total business 15 years ago, and they 
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have not strengthened their position. 
There has been an increase recently in 
che number of small shoe wholesalers of 
, new type handling novelty styles, at 
least in the New York market, but the 
conditions there are far from static. In 
the garment business in New York City, 
wholesalers have recently appeared, but 
they still handle only a small fraction 
of the business. 

The conditions in the trades to which 
reference has been made in the forego- 
ing statements are typical of the condi- 
tions in the wholesale trade in consum- 
ers’ goods generally. There are varia- 
tions between trades, but nowhere is the 
wholesale business being conducted by 
what might be called settled methods. 

In marketing industrial goods similar 
conditions exist. In the chemical in- 
dustry, for instance, since 1918 several 
manufacturers who formerly distributed 
their products through dealers have un- 
dertaken to sell directly to users. In 
some instances these manufacturers sell 
only in car lots, thereby giving jobbers 
or dealers an opportunity to handle the 
less-than-car-lot business, but other man- 
ufacturers are accepting orders for less 
than car lots. In other trades handling 
industrial goods, the position of the dis- 
tributor is also precarious. This was 
summed up by a statement in Jndustrial 
Distributor and Salesman, September, 
1926, regarding the distributors of in- 
dustrial products, which said: ‘Profits 
are not what they should be. Criticism 
is rampant. A hundred panaceas are 
being offered.” 

Not only are profits unsatisfactory in 
many wholesale trades, with the result 
that the service wholesalers are casting 
about for means of improving their po- 
sition, but many manufacturers have a 
questioning attitude at the present time 
regarding wholesale distribution. There 
is probably no subject to which manu- 
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facturers are now giving more serious 
thought than that of the wholesale dis- 
tribution of their products. The dis- 
satisfaction which numerous manufac- 
turers feel with conditions in wholesale 
trade is not so much with the costs of 
wholesale distribution, although there 
are question marks regarding that topic, 
as with the effectiveness with which the 
service wholesalers are functioning, as 
viewed from the manufacturers’ stand- 
point. 


II 


That these conditions exist, there can 
be little difference of opinion. As to 
the causes for the unsettlement, many 
different views are found. The fact that 
this unsettlement is so widespread indi- 
cates, it is reasonable to infer, the exist- 
ence of fundamental causes which go far 
deeper than many of the influences to 
which the unsatisfactory conditions fre- 
quently are attributed. 

The first point to which attention is to 
be directed, therefore, in seeking the 
causes for this unsettlement in wholesale 
trade, is the radical changes in market- 
ing methods which have been taking 
place during the last 25 years, and which 
are still going on. There are two 
groups of changes outside the wholesale 
trade which have affected the wholesal- 
ers. One group includes the conditions 
arising in manufacturing industries, the 
other, changes taking place in retail 
trade. 

Manufacturers have been seeking not 
only to secure economy in distribution, 
but, even more, to obtain effective 
wholesale distribution, in order to as- 
sure stability of operations and stabil- 
ity of profits. In some industries the 
increase in the size of the manufactur- 
ing units has made possible the adop- 
tion of marketing methods that could 
not be employed when the factories 
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were small and poorly financed. An ex- 
ample of this is the hosiery industry. 
The increased scale of production has 
made it possible for some hosiery manu- 
facturers to sell directly to retailers. 
The efforts of manufacturers to secure 
stability in their operations and stability 
of profits has been a factor of much 
greater consequence, however, and one 
which seems to be little understood. 

When a manufacturer places a trade- 
mark on his product to identify it and 
undertakes to advertise the product to 
consumers, he is not seeking necessarily 
a higher profit per unit of output, but 
rather a stability in the demand for his 
product. He wishes to assure himself, 
if possible, of a regular, steady flow of 
goods from the factory to consumers, 
in order to effect economies in produc- 
tion, in order to provide regular em- 
ployment for his workmen, and in order 
to avoid severe fluctuations in profits. 
The utilization of advertising for pro- 
moting the sale of trade-marked prod- 
ucts arises, I think, more out of a desire 
for stability in operations and profits 
than from any other single cause. When 
a manufacturer puts a trade-mark on 
his goods, however, and advertises them 
to consumers, he is placing the service 
wholesaler, and perhaps the retailer, 
too, for that matter, in a position differ- 
ent from that which those merchants 
previously have held. 

In order to promote sales of their 
products, furthermore, numerous manu- 
facturers have employed missionary 
salesmen for soliciting orders from re- 
tailers to be delivered by wholesalers 
and, in some cases, have undertaken to 
make drop shipments to retailers. These 
methods of sales promotion have been 
adopted at heavy expense because of 
the difficulties that the manufacturers 
were experiencing in obtaining effective 
wholesale distribution. This is not the 
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place to go into a discussion of the 
merits of the employment of mission. 
ary salesmen and of the practice of 
making drop shipments; for the pur. 
poses of discussing the topic in hand 
it is sufficient to note that these practices 
exist, and that they have a bearing on 
conditions in wholesale trade. 

In retail trade some of the changes 
that have occurred already have been 
referred to, such as the increased num. 
ber of chain stores, the activities of re. 
tailers’ cooperative buying associations 
and buying syndicates. The large mail 
order companies have been increasing 
their sales, especially by opening retail 
stores, and they buy directly from manv- 
facturers. The chief customers of the 
service wholesalers in most trades deal- 
ing in consumers’ goods are unit stores. 
These unit stores have been vulnerable 
to chain store competition, and that sit- 
uation has made the wholesalers equally 
vulnerable. Although there are numer- 
ous instances of well-managed unit 
stores, improvements in methods of 
management in unit stores in general 
have proceeded very slowly, and most 
wholesalers have rendered no real as 
sistance to their customers on the prob- 
lems of store management. Perhaps 
the wholesalers could not fairly have 
been expected to undertake to render 
such assistance. The facts are inescap- 
able, nevertheless, that the ignorance of 
costs in so many unit stores and their 
uneconomical methods of stock control 
and of handling various other manage: 
ment problems gave the chain store com- 
panies opportunities for development 
which have rendered them serious com- 
petitors of the service wholesalers. 


II 


Within the wholesale trades them 
selves, finally, there have been certain 
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practices. which have contributed to 
cause unsettlement. The demands of 
wholesalers for wider margins to enable 
them to earn satisfactory profits has 
tended to cause various manufacturers 
to question the value of the services 
which the service wholesalers were ren- 
dering them. When wholesalers have 
bought on a hand-to-mouth basis, the 
manufacturers have chafed at the prac- 
tice. The failure of wholesalers to place 
advance orders has encouraged some 
manufacturers to take over functions 
which service wholesalers previously 
performed, and either to sell directly 
to retailers, or at least to reduce the 
margins which the wholesalers obtained. 
In the canned goods business and in the 
dry goods trade, for example, the fail- 
ure of the wholesalers to place advance 
orders, as they were accustomed to do 
in earlier years, has led an increasing 
number of manufacturers to discuss, at 
least, the advisability of direct sales. 
The national wholesalers have found 
the competition of local wholesalers 
keen. The local wholesalers, on the 
other hand, have resented the action of 
some large national wholesalers in cut- 
ting prices on lines of merchandise on 
which they secure inside discounts from 
manufacturers because of the large vol- 
ume of their purchases. 

The competition between wholesalers 
themselves probably has contributed as 
much as any other single factor to the 
unsettlement in wholesale trade. In its 
efforts to increase its volume of sales 
or to prevent a decline in volume of 
sales, many a service wholesale firm has 
followed practices which have tended to 
increase its expenses and thereby to 
weaken its position for competing with 
other types of distributors. One ex- 
ample will suffice to illustrate this state- 
ment. The frequency with which whole- 
salers’ salesmen call upon retailers has 
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increased until in the large urban dis- 
tricts in several trades the wholesalers’ 
salesmen call upon their customers 
daily. The result is a large number of 
small orders and heavy shipping ex- 
pense, as well as heavy selling expense. 
Quite generally wholesalers have tend- 
ed during the last 10 years to increase 
the frequency with which their salesmen 
call upon customers, even though in 
many cases that frequency is still less 
than once a day. Aside from the in- 
creased frequency of call, moreover, 
there also has been a tendency for each 
wholesale firm to send its salesmen to 
call upon every retailer who handles his 
class of merchandise, with the result 
that each retailer’s orders oftentimes 
are split into such small amounts that 
the account is not profitable to most of 
the wholesale firms which share in the 
business. Each wholesaler is striving to 
increase or maintain his volume of sales, 
at the expense of other wholesalers. 
This competition between wholesalers 
obviously is conducive to price cutting 
as well as to an increase in the operating 
expenses of the wholesalers. Very 
likely much of this uneconomical com- 
petition between wholesalers is unavoid- 
able, but even so the effect is to weaken 
the service wholesalers in their competi- 
tion with chain stores and with the 
newer types of wholesalers. 

The private brand problem has been 
becoming more and more acute. In 
practically every industry numerous 
wholesalers have sought to avert the 
effects of chain store competition, de- 
partment store competition, and the 
competition of other wholesalers by put- 
ting out merchandise under their pri- 
vate brands. In doing so, they fre- 
quently have not recognized the fact 
that to make those brands successful it 
was necessary for them to incur heavier 
expenses than ordinarily were involved 
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in selling merchandise bearing manufac- 
turers’ brands. The wholesalers in some 
instances, moreover, have failed to 
maintain the quality of their private 
brands. From the standpoint of a 
manufacturer who is seeking to distrib- 
ute merchandise under his own trade- 
mark, furthermore, a wholesaler who is 
merchandising goods under his private 
brand is not as satisfactory or effective 
a distributor as a wholesaler who does 
not have a special interest in particular 
brands. Those wholesalers, few in num- 
ber, who have maintained the quality 
of the merchandise on which they have 
placed private brands and who have un- 
dertaken sound methods of promoting 
the sale of those brands, are on the 
road, consciously or unconsciously, to 
becoming manufacturers. 

The private brand experiment of 
wholesalers, moreover, represents not 
only efforts to avert the competition of 
chain stores and other large retail or- 
ganizations, but also an attempt to pre- 
serve characteristic trading operations. 
The old-line wholesaler typically was a 
trader. He performed a valuable serv- 
ice in seeking out sources of supply of 
dependable goods at reasonable prices. 
As more and more manufacturers have 
trade-marked their goods and adver- 
tised them to consumers, the services 
called for from the wholesaler have be- 
come less of a trading character and 
more of a distributing nature. The sig- 
nificance of this change in conditions has 
not yet been recognized by a large num- 
ber of service wholesalers. They wish 
to be able to give or withhold their pat- 
ronage to individual manufacturers, as 
they could do when merchandise gener- 
ally was unbranded. It is to prevent 
precisely the irregularity resulting from 
such trading activities on the part of 
wholesalers that many manufacturers 
have undertaken to trade-mark and ad- 


vertise their products to consumers 
with the purpose of attaining a greater 
degree of stability in their operations. 

As a distributor, a service wholesaler 
needs to utilize careful methods of 
stock control. Until within the last , 5 
years, very few wholesalers had any 
systematic method of controlling stocks 
beyond the personal watchfulness of the 
buyer or the chief stock clerk. Recently 
numerous wholesalers have introduced 
methods of one sort or another for 
stock control, but usually they are stil] 
rather crude. 


IV 


In order to enhance their profits, it 
will be necessary for wholesalers to re- 
duce their operating expenses rather 
than to demand a wider margin from 
manufacturers, since any increase in the 
cost of wholesale distribution is playing 
directly into the hands of chain store 
competitors. That opportunities for 
economy in management exist in most 
wholesale businesses will be agreed, | 
think, by anyone who is intimately fa- 
miliar with the conditions in wholesale 
trade and who approaches the subject 
with an unbiased view. These oppor- 
tunities for improvement in manage- 
ment relate not only to methods ot 
stock control, but also to sales manage- 
ment, in order to secure a greater vol- 
ume of sales per salesman, for example. 

A specific instance of the opportuni- 
ties for securing economy is afforded by 
the case of a wholesale drug company 
which made an analysis of the cost ot 
delivering merchandise to each of 62 
customers in a suburban district.’ This 
was only one small group of the com- 
pany’s customers. The analysis covered 
a five-month period in 1922 and 1923. 


° Harvard Business Reports, Vol. Ul, pp. 256-25: 
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This analysis showed that for about 
one-third of the customers the average 
size of the orders received was too small 
to permit delivery to be made at a 
profit. In an extreme case, in one 
month eight deliveries were made to a 
customer with an average sale per de- 
livery of $1.66, on which the delivery 
cost amounted to 18% of the value of 
the merchandise. In another even more 
extreme case, the deliveries to a par- 
ticular customer in one month cost 
28.8% of the sales. This analysis in- 
dicated that, unless the customers who 
were buying in such small quantities were 
willing to place larger orders with this 
wholesaler, it was not worth while for 
the wholesaler to continue to solicit 
their orders. Another case is that of a 
wholesaler who made an analysis of the 
purchases made by his customers and of 
the cost of securing the orders, with 
the result that he reduced materially 
the size of the territory covered by his 
salesmen. The outcome was a substan- 
tial increase in net profit. Such analyses 
as these, however, rarely are being 
made by wholesalers. 

The service wholesalers have consti- 
tuted in the past a particularly note- 
worthy group of successful business en- 
terprises. The individual wholesalers 
have enjoyed an enviable reputation for 
integrity and square dealing. For many 
years they performed essential services 
economically. The existing unsettle- 
ment in wholesale trade, moreover, is 
not the result of the failure of whole- 
salers to maintain their earlier stand- 
ards of service; the unsettlement rather 
has been caused by widespread changes 
in distribution, beyond the control of 
the wholesalers, to which they have had 
dificulty in adjusting their operations. 
Here and there instances are found of 
service wholesale firms that have suc- 
ceeded well in meeting the new condi- 





tions, but such firms are in the minority. 

It is hazardous to venture an opinion 
as to the means by which more settled 
conditions will be secured for whole- 
sale trade. There are a few definite 
premises, however, on which it seems 
we can secure fairly general agreement. 
The first is that the trade-marking of 
merchandise by manufacturers and ad- 
vertising to consumers is likely to in- 
crease rather than to diminish; second, 
that manufacturers will give increasing 
attention to methods of obtaining orderly 
distribution for their products so that 
they may be assured of orderly produc- 
tion. In the third place, as the disad- 
vantages and unfairness of a varying 
price policy become more and more gen- 
erally recognized, there will be less op- 
portunity for wholesalers to trade on 
price. This means that a wholesaler 
must become more largely a distributor 
than a trader. 

The wholesale function must be per- 
formed, but the wholesale merchant is 
not in a position to dictate how it is to 
be performed. He is a middleman and 
must serve the interests of manufactur- 
ers and the interests of retailers. He 
must accommodate himself to the 
changes in conditions. Whether the 
wholesale function continues to be car- 
ried on extensively by independent serv- 
ice wholesalers or is to be performed 
by new types of wholesalers, by manu- 
facturers operating wholesale branches, 
or by chain store companies through 
their warehouses and by department 
stores in their field, depends upon how 
economically and how effectively the 
service wholesalers can function as dis- 
tributors, and also upon how econom- 
ically and effectively the unit stores 
function in the trades in which they 
predominate. A fundamental struggle 
is under way, in which many whole- 
salers still are dodging the real issue. 











errors and obscurity, the mistakes 

and confusion that are spread in 
the world by an ill use of words, he will 
find some reason to doubt whether 
language, as it has been employed, has 
contributed more to the improvement 
or hindrance of knowledge among man- 
kind. So wrote the philosopher, John 
Locke, in the seventeenth century. Had 
he written in the twentieth, he might 
well have expressed his thought more 
emphatically. 

The above quotation springs to the 
mind in any consideration of industrial 
nomenclature. The term rationaliza- 
tion, which has rapidly found, at any 
rate in Europe, a ready acceptance, and 
has already been adapted to a hundred 
different uses, follows in the train of our 
existing terminology. The stage is being 
set once again for protagonists who “‘on 
the points on which they are precise are 
not agreed, and on the points on which 
they are agreed are not precise.” 

Rationalization, perhaps, falls into 
the latter category. Though the word 
heads the press contributions of eminent 
industrialists and glows in the reports 
of scholarly conferences, there has yet 
to appear any consensus of opinion as to 
what the belauded stranger in truth ex- 
presses. It has been seized upon for 
service in many good causes, extolled as 
an industrial panacea, and given a back 
broad enough to carry the burdens of a 
whole generation. But the exact signifi- 
cance of the word is lost in a jungle of 
ideas. Ben Johnson wrote well, “A man 


‘IR, H. L. Lee, M.A. A.M.LC.E., A.I.M.M., in 
System (British), September, 1927. 


- ANYONE shall well consider the 
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coins not a new word without some 
peril.” 

One cannot, however, with reason 
resist the creation of new words to de. 
scribe new conditions, feelings, materi. 
als, or activities. Neither can industrial 
management, already guilty of a verbal 
infelicity such as “functionalization,” 
logically repel the entry into its common 
parlance of an expression at least its 
compeer, provided the new candidate 
brings fruit to the harvest. But surely 
it would be well, before the certificate 
of professional approval be awarded, to 
substantiate the claim of one writer, 
“that it fills a definite void in economic 
nomenclature.” 

This writer’s definition of rationaliza- 
tion runs, “It comprises all movements 
which aim at overthrowing existing in- 
efficient practices and out-of-date meth- 
ods in productive industry and commer- 
cial activity. . . . Rationalization, cor- 
rectly defined, implies the reorganiza- 
tion of an industry as a whole. . 
Rationalization is the gospel of the ‘one 
best way’ applied to every industrial 
and commercial activity.””? 

Sir Alfred Mond, chairman of Im- 
perial Chemical Industries, Limited, 
with a note of apology, suggests, “one 
definition, perhaps too wide and general, 
is that rationalization is the full appli- 
cation of science and scientific methods 
to industry, secured by unification of all 
the processes of production and distr 
bution.”? The Honorable David Hous 
ton, in a memorandum submitted to the 
Preparatory Committee for the Inter- 


2In The Manchester Guardian, Supplement ™ 
Industrial Relations, November 30, 1927. 
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national Economic Conference, 1926, 
writes, “The term rationalization, as 
used in Europe today, includes, I take 
t, the three elements of stabilization, 
standardization, and simplification of 
‘ndustry or of individual enterprises.” 
The final report of the World Economic 
Conference, May, 1927, speaks of ra- 
tionalization, “by which we understand 
the methods of technique and of organi- 
zation designed to secure the minimum 
waste of either effort or material. It 
includes the scientific organization of 
labor, standardization both of material 
and of products, simplification of proc- 
esses, and improvements in the system 
of transport and marketing.” Professor 
D. H. Macgregor in his address to the 
British Association, 1927, confines his 
definition to a narrower sphere when he 
describes rationalization as “the right 
organization of an industry considered 
as a type of government, the producers 
being so related as to enable such poli- 
cies to be applied as works specializa- 
tion, nondestructive elimination of the 
weak, and the control over the entrance 
of new establishments.” Sir Alfred 
Mond has, apparently, something of the 
same thought in mind when he refers to 
“the grouping together on a national 
and sometimes international basis of 
great industries into horizontal com- 
bines” as “one of the most important 
phases of what is widely known, and 
still more widely misunderstood, as 
rationalization.” In another valuable 
article, Sir Alfred quotes* two further 
definitions, one of which at least gives a 
more concrete picture than those already 
quoted. The one reads that rationaliza- 
tion is “the grouping together of indus- 
try into larger and larger units, with the 
object of adjusting the means of produc- 
tion to the probable means of consump- 


*In System (British), October, 1927. 
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tion, and so to regulate prices that there 
should be a level path along which trade 
and commerce can move.” The other 
reads, “Organize their technique, per- 
fect and unify conditions of production, 
use the various establishments, factories, 
and workshops for the manufactures for 
which they are best suited; economize 
staff, standardize products.” 

I make no apology for proffering this 
formidable and varied list of definitions. 
At the worst, they portray a discursive, 
rambling state of mind; at the best, they 
represent a widespread groping, by 
devious paths, around and about a fun- 
damental truth. If the sum of these 
definitions leaves any clear-cut impres- 
sion, it is that of many eager minds, 
active and practical, seeking a focal 
point which shall bring together every 
scheme and project for the advancement 
of industrial efficiency. It is no belittling 
of this effort, but rather a furthering of 
its object, to endeavor to give the chosen 
word a compact, specific, and finite 
significance. 

At the same time, one cannot but 
stand a trifle dismayed at the generality 
and comprehensiveness with which the 
word itself and the movement it repre- 
sents are credited. In the terms of some, 
it would appear to cover all that we 
have normally understood by such words 
as “efficiency,” “scientific management,” 
“simplification,” “integration,” and 
“combination.” Maybe, one can reply, 
“that which we call a rose by any other 
name would smell as sweet,” but those 
of us who dream of a “‘science”’ of man- 
agement, codifying all the available 
knowledge of management methods and 
forming the basis of a “profession” of 
management, cannot, I think, rest con- 
tent to see precision of thought and ex- 
pression sacrificed to waves of enthusi- 
asm. The two must be encouraged to 
march together. 





I 


If rationalization is a movement to 
preach and attain the overthrow of 
“existing inefficient practices and out-of- 
date methods’; if it be “the gospel of 
the ‘one best way’ applied to every in- 
dustrial and commercial activity”; if it 
be the “full application of science and 
scientific methods to industry”; if it be 
“the three elements of stabilization, 
standardization, and simplification”; if 
its object be to “secure the minimum 
waste of either effort or material” . . 
if this be rationalization, then one can 
emphatically claim that the word is 
synonymous with what we have always 
known as “scientific management.” That 
it is so in the minds of many is evident in 
their writings. The two terms are used 
as being interchangeable. If, then, 
“rationalization” is indeed “scientific 
management,” there can be little cause 
for regret that, under its new title, the 
movement has won a degree of popu- 
larity and thoughtful consideration 
which it lacked previously. The regret 
must be that the whole movement 
should run the risk of being befogged 
by its nomenclature, and, further, that 
those who have been the pioneers should, 
because they bore a different-hued ban- 
ner, be forgotten. Scientific manage- 
ment has always stood for that form of 
management, in whatever branch of in- 
dustry and commerce, which conducted 
its activities by the use of science and 
the scientific method, which rejected 
tradition and opinion where facts, 
scientifically ascertained and_ verified, 
pointed another way, and which fought 
a war upon waste in every form, as 
representing conditions where scientific 
methods had not been adequately ap- 
plied. Scientific management has estab- 
lished standardiza*ion—of methods, of 
products, of materials—as a weapon in 
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its armory; it has fathered simplifica- 
tion, as being the outcome of scientific 
investigation; it has championed high 
wages and high output, as being the 
outward symbol of its activities, prop- 
erly conducted; it has promoted jn. 
dustrial peace, since it aims to cleanse 
industry of arbitrary rule and individual 
judgment in favor of scientifically dis. 
covered and universally open laws or 
principles. Rationalization, in the sense 
in which the word is used by some, can 
aim to do no more. 

A thought runs through some of the 
definitions quoted above, however, and 
is apparent in much that is said and 
written on the subject which is new to 
scientific management, and represents 
an extension of its scope to cover cir- 
cumstances born of this generation of 
industry. ‘‘Rationalization,” says Mr. 
R. H. Lee, “implies the reorganization 
of an industry as a whole.” Sir Alfred 
Mond speaks of “unification of all the 
processes of production and distribu. 
tion,” and of ‘‘the grouping together of 
great industries into horizontal com- 
bines,” and of the “grouping together 
of industry into larger and larger units,’ 
with the objects of stabilization, stand- 
ardization, and simplification. Professor 
Macgregor defines the term as “the 
right organization of an industry con- 
sidered as a type of government.” The 
thought here is of something not appli- 
cable to the individual business, some- 
thing which should govern the growth 
and may occasion the composition o! 
amalgamations of businesses. 


I] 


The structure of industry has passed 
through several phases—the early do- 
mestic system, the smoldering beginnings 
of the factory system, the bristling 
“small-scale” industry of the first half 
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of the nineteenth century, the massive 
“large-scale” industrial order of the 
second half. Today we are ministering 
to the birth of a new phase in the 
destiny of industry—a phase which thus 
early bears the mark of becoming the 
dominant form of organization in the 
present century. Industry is tending to 
group itself into larger and still larger 
units, not so much by the growth of in- 
dividual concerns—the main feature of 
“large-scale” industry—as by the amal- 
gamation of existing concerns and of 
groups of businesses. “Both in industry 
and in public and economic thought,” 
writes Sir Alfred Mond, “the creation 
of greater economic units, both nationally 
and internationally—and, I would add, 
imperially—expands and persists. It is 
little use criticizing this tendency. It is 
something which is happening and which 
is bound to continue.” . . . . “The old 
fetish of individualism still exists in the 
minds of many of our manufacturers, 
and the new ideal of combination and 
unity is but slowly being translated into 
actual practice. . . . . In this transition 
stage of the new organization of in- 
dustry into rational units, the first essen- 
tial is the unification of industries on a 
national basis.” 

Great amalgamations of firms, how- 
ever, both nationally and internation- 
ally, are no new phenomenon. Econom- 
ists have traced the growth of such com- 
bines and have reviewed at length their 
economic causes and consequences. They 
have divided amalgamations into two 
classes—the horizontal and the vertical 
amalgamation. The “vertical” type is 
brought about by the process known as 
“Integration,” which Professor W. J. 
Ashley defines as “the bringing together 
under a single business control of a 
Whole series of operations contributing 
re a final result which had previously 
veen conducted entirely apart.’’ The 
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“horizontal” amalgamation, similarly, is 
the outcome of the process known as 
“combination,” that is, the linking to- 
gether of several enterprises engaged 
competitively in the same trade. 

If rationalization, therefore, simply 
implies a process of amalgamation, it is 
not a new process, nor is an additional 
title necessary to describe it. “The 
grouping together on a national and 
sometimes international basis of great 
industries into horizontal combines” 
would serve well enough to define what 
economists have hitherto described as 
combination. It only confuses what, in 
view of its magnitude, should be kept a 
perfectly clear issue to adorn a single 
industrial process with two synonymous 
titles. 

Yet, even now, we have not sketched 
the entire picture. In my conception of 
its meaning, rationalization differs fun- 
damentally from combination. Amalga- 
mation is indeed a prerequisite of ra- 
tionalization, but it is not its whole 
content, whereas combination is, in it- 
self, without further qualification or 
addendum, amalgamation of a particu- 
lar type. The distinction between the 
two arises in the object with which the 
amalgamation is planned. Combination, 
in the past, has been adopted for many 
reasons—family association, the im- 
pulse to look for greater security and 
stability, the crushing of competition, 
the regulation of prices. It has come 
about more or less fortuitously; there 
have been wide variations in the degree 
of union; more than a small portion of a 
total industry has rarely been covered. 
There has been little reasoned purpose 
behind the development such as would 
justify every industry pursuing the same 
course for the sake of that purpose. 

Rationalization, on the other hand, 
is combination on a definite plan—a 
series of steps in industrial organization, 
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with explicit objects, to be recommended 
because of those objects. The act of 
combination, in itself, may or may not 
offer advantages; it may be simply a 
convenience, a piece of personal ag- 
grandizement, a source of pecuniary ad- 
vantage to particular individuals. Ra- 
tionalization, on the other hand, is com- 
bination for the sake of what combi- 
nation makes possible, for the sake of 
the policies which can be pursued by a 
unified industry—policies advantageous 
not only to the various classes and 
grades of producers and distributors, 
but also to consumers and the whole 
community. Whereas, then, combina- 
tion is an act whose object is immaterial, 
rationalization is an act of which the 
object is only that which is material. 


III 


Perhaps, then, one may venture, in 
all difidence, to suggest a formal defi- 
nition of rationalization to embody 
these thoughts. It might read thus: 


“Rationalization is the process of associating 
together individual undertakings or groups of 
firms in a close form of amalgamation, and, 
ultimately, of unifying, in some practicable 
degree of combination, whole industries, both 
nationally and internationally; with the allied 
objects (beyond what is possible to an in- 
dustry divided into many competitive units) 
of increasing efficiency, lowering costs, improv- 
ing conditions of labor, promoting industrial 
cooperation and reducing the wastes of com- 
petition. These objects being achieved by 
various means which unification alone makes in 
full measure available—the regulation of the 
production of an industry to balance the con- 
sumption of its products; the control of prices; 
the logical allocation of work to individual 
factories; the stabilization of employment and 
regularization of wages; the standardization of 
materials, methods and products; the simplifi- 
cation of the ranges of goods produced; the 
economical organization of distribution; the 
adoption of scientific methods and knowledge 
in the management and technique of trades as 
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a whole ; and the planning and pursuit of com- 
mon trade policies.” 





Or, to use the terms already em. 
ployed in this discussion, rationalization 
is that form of industrial combination 
which is undertaken with the object of 
widening the scope for the application 
of scientific management to the extent of 
whole industries, and achieving the bene. 
fits to producers, consumers, and the 
community which scientific management 
conducted on this scale alone can pro- 
vide. In a word, rationalization is not 
combination, nor is it scientific manage. 
ment; it is, rather, a form of the one 
with the object of the fullest extension 
of the other. 

We are in an age of major transition; 
the scaffolding of fresh renovation is 
being erected around the structure of 
industry. We cannot yet tell what the 
design may be. Yet it is clear enough 
that the dominant economic unit of the 
future is to be larger and wider in scope 
even than those to which we are only 
now becoming accustomed. In. this, 
there are advantages to be seen; there 
are disadvantages also. Problems of a 
new order will arise; a higher standard 
of managerial and directorial skill and 
ability will be demanded to control the 
destinies and govern the activities of 
these larger units. Greater complexity 
of organization is inevitable, requiring 
far more acute “organization sense” in 
those who work within it than is dis- 
cernible today. Fuller cooperation with 
labor, and vision, both by the manage- 
ments and the leaders of labor, will be 
essential to tide over the adjustments in 
employment which cannot but accom- 
pany the process of unification. The in- 
terests of consumers will need to receive 
adequate protection and may even come 
to be represented in the counsels of in- 
dustry. A larger degree of state partic- 
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pation in and regularization of in- 
dustrial affairs may well ensue. 

Industry moves on its way; the path 
that is now opening up discloses a sunlit 
horizon, if only our skill, our coopera- 
ion, our courage, and our integrity will 
sufice to bring us to it. It will require 
all of these, for big projects demand big 
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qualities in men. Rationalization is the 
name with which men have chosen to 
crystallize their. thought on this task; it 
is no petty precaution to give the word 
a precise significance, both for our own 
sakes and for the sake of those who 
later will come to review our beginnings 
and consummate our dreams. 





PRODUCERS’ GROWTH CURVES IN AN 
EXPANDING INDUSTRY 


By RALPH C. EPSTEIN 


ETWEEN the beginning of 1903 
and the end of 1926, 181 firms 
engaged in the manufacture of 

passenger automobiles in this country 
upon a commercial scale.1 Of 181 com- 
panies, 66 remained in business 10 years 
or more. For 53 of these companies, 
production data have been collected in 
complete enough series to plot their life 
histories. It is with the growth curves 
of these 53 firms that this article? is 
concerned. 

Although the present study treats of 
individual producers’ histories, no in- 
dividual production figures will be pre- 
sented in either the text or the charts 
which follow. All of the charts are 
drawn to the same relative scales, and 
all of the vertical scales are logarith- 
mic. Accurate comparisons of percen- 
tage increases or decreases may, there- 
fore, be made between any two or more 
of the curves in the various charts 
which follow, even though neither lines 
nor any quantities along the vertical 
axes are shown. 


' This figure is based upon studies by the present 
writer which are described in his book, The Auto- 
mobile Industry: Its Economic and Commercial De- 
velopment (A. W. Shaw Company, 1928). In brief, 
by production upon a commercial scale I mean the 
actual fabrication of cars over a period of more 
than a month or two, not the assembly of a few 
vehicles and their sale chiefly to a company’s stock- 
holders and dealers. See, for a fuller explanation, 
pp. 163-4 and p. 347 of that book. 


? For their cooperation during its preparation I 
am indebted to Miss Florence M. Clark, secretary 
of the University of Buffalo’s Bureau of Business 
and Social Research, Mr. Alfred Reeves, general 
manager, and Mr. Oscar P. Pearson, statistician, of 
the National Automobile Chamber of Commerce. 


1. The General Curve for Companies 
in Business Ten Years or Longer 


The combined production of these 53 
concerns which remained in the business 
ten years or more, together with the 
total passenger car production for the 
industry as a whole, is given in Table I. 

It is thus seer that in most years the 
business of the firms included in this 
study represented a considerable pro- 
portion of the industry’s output, in 
1926, 87%. For the whole period, the 
total output of the 53 firms amounted 


TABLE I. COMBINED PRODUCTION OF 53 CONCERNS 
AND ToTAL PASSENGER CAR PRODUCTION, 
1903-1926 








Total Numbe ' 
of yg By the Entire Ra ry 
duced by the Industry i. 
53 Firms (000 omitted) ihe 
(000 omitted) 





4 37 

6 29 
12 48 
16 
25 
28 
66 
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to 85% of the total output of the in- 
dustry.* (This figure is not, of course, 
an average of annual percentages, but 
a weighted figure for the entire period. ) 

The composite production curve for 
these 53 firms over the period 1903- 
1926 is shown in Chart Ia. It shows 
a great but steady expansion averaging 
58% per year from 1903 through 1916, 
then evidences a tapering off in the rate 
of increase. The average yearly in- 
crease during the tapering off period, 
from 1917 through 1926, is 18%. In 
this, as in the other charts here pre- 
sented, the dotted curve represents 
actual data, while the solid curve rep- 
resents a three-year centered moving 
average. 

In Chart Ib is shown, for compari- 
son, the curve for the entire industry 
over the same period. Its rate of in- 
crease averages 49% for the period 
ending in 1916, and 17% for the later 
years. Obviously, the  shorter-lived 
companies included in this curve, but not 
included among our 53 “ten-year or 
more” firms, serve to cut down the rate 
of increase during the period prior to 
1917. 


_ “It should be noted that in Table I, as well as 
in the charts which follow, the figures given, or the 
points plotted for each curve, do not necessarily 
represent the output of as many different firms in 
every year as are said to make up the curve for 
the whole period, for sometimes when the period 
covered by a chart is greater than 10 years, not 





2. Comparison of Companies Still in 
Business with Those Out of Business 


We may now begin to break down 
this total curve of the 53 companies in 
two different ways. First, the firms 
still in business in 1926 may be separ- 
ated from the firms which went out of 
business before that year; secondly, sin- 
gle curves for individual firms may be 
drawn and classified according to type. 

Take the first comparison of the 
growth curve for the firms still in busi- 
ness with that for those which have de- 
parted. Charts Ila and IIb tell the 
story. The one curve, Chart Ila, evi- 
dences an expansion that is almost iden- 
tical in contour and slope with Chart 
Ia, even though but 28 firms instead of 
53 are included. The other curve, 
Chart IIb, which represents the 25 firms 
which failed*, presents a very different 
picture. It rises from 1903 to 1916 
irregularly, then averages a more or 
less dead level until about 1920 or 
1921, and finally drops more precipi- 
tately than it originally rose. Here in- 
deed is a rise and fall of firms. Twenty- 
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every firm that is included in the curve remained 
in business over the entire time. 


4 The word “failed” is here used merely in the 
sense of having withdrawn from business, although 
in many instances, of course, technical failure in 
the sense of insolvency was involved also. 
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five enterprises, to repeat, are included 
in Chart IIb, or nearly half the total 
number of firms which were engaged in 
manufacture for 10 years or more. 


3. Types of Individual Curves for 
Firms Still in Business: Type A 


The individual series of production 
data for each of the 28 firms making 
up Chart Ila were plotted separately, 
and the resulting curves were then classi- 
fied according to the general types which 
they exhibited. If a unique curve, 
greatly unlike more than perhaps one 
other of the 28 curves, appeared then 
it was classified as ‘‘Miscellaneous.” 
Five such Miscellaneous” curves were 
present. The remaining 23 could quite 
readily be grouped into three general 
types. These three types we may des- 
ignate as being of the A, B, or C type, 
respectively. 

There are 10 curves of the A type. 
Chart IIla summarizes them; it repre- 
sents the composite or total curve for 
the group. Not all of the 10 curves 
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approach Curve IIIa very closely jn 
their slopes, but all have approximately 
the same contour, although there js 
some variation as to the period in which 
the “tapering off’ portion of the curve 
is found. Charts IIIb and IIIc repre. 
sent the two individual curves which de- 
part in the greatest degree, in either di- 
rection, from the slope of the composite 
curve. 

Curve IIIa, it will be noted, closely 
approaches both Curve Ia (the 53 firms 
together) and Curve Ib (the general 
curve for the industry) in both contour 
and slope. Its trend is straight up, at 
an average rate of 59% a year, until 
after 1916; then it tapers off and for 
the period 1916-1926 averages an an- 
nual increase of but 17% per year, the 
last three years of the period showing 
virtually no increase at all. The con- 
tour of Curve IIIa during these few 
latest years is due largely to the fact 
that the Ford Motor Company is one 
of the 10 producers whose figures com- 
pose the curve. 

Curve IIIb, the extreme example of 
startling slope among the curves of the 
A type, shows an almost straight-line 1n- 
crease of 91% per year from 190} 
through 1916. From 1917 through 
1926, the rate of this firm’s expansion, 
like that of other successful automotive 
firms, tapers off, although its growth 
from 1917 through 1924 averages 29% 
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yearly. Curve IIIc, the extreme ex- 
ample of slow growth in curves of the 
A type, averages a 37% annual in- 
crease through 1916, then a 13% yearly 


increase through 1926. 

It cannot be said that these ten com- 
panies, the growth curves for which are 
of the A type, represent any particular 
kind of firm, predominantly, as regards 
absolute size, the type of car manufac- 
tured, the period over which they have 
been engaged in business, their location, 
or their individual histories. Three of 
the ten have grown to be very large 
firms, if for purposes of this definition 
we designate a production of 50,000 
cars or more in 1926. Three of them 
are medium-sized firms, if this category 
be taken to mean a production of be- 
tween 20,000 and 49,999 cars a year; 
while the remaining three are small 
companies, in the sense of now annually 
producing less than 20,000 cars each. 
Three of them, throughout most of 
their history, have made low-priced 
cars, cars selling at around $1,000 or 
less. Four have made medium-priced 
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cars principally, cars retailing either be- 
tween $1,000 and $1,300 or $2,200 
and $2,500; while the other three have 
specialized in high-priced cars. About 
half of them have been in business over 
the whole period shown in Chart IIIa, 
while the other half have entered as late 
as the middle of that period. Six of 
the ten firms are located in Detroit, 
while four are established elsewhere 
than in Michigan—in either Ohio or 
Indiana. In general, their individual 
histories seem not to be strikingly dif- 
ferent than those of most motor car 
producers. Since their growth curves 
approximate in contour the generalized 
curve for the industry, this might, how- 
ever, be expected. Let us turn then to 
other types of curve: types which devi- 
ate substantially in slope and contour 
from the curve which we have termed 


type A. 
4. Firms Still in Business: Type B 


Seven companies, all still in business, 
have growth curves which we may term 
the B type, the composite curve for 
which is shown in Chart IVa. The B 
type differs from the A type in that 
after an initially rapid rate of growth, 
there comes not merely a slowing down 
or a “tapering off’? in the rate of in- 
crease, but an absolute falling off in 
production; this is followed, however, 
by a rising trend, the rate and dura- 
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tion of which vary with the individual 
case. 

In the composite curve shown (Chart 
IVa), the absolute falling off is seen to 
occur between 1916 and 1920. This, 
however, is not characteristic of most 
of the individual curves of the B type; 
although they resemble the composite 
B curve in their contour, the period in 
which the drop takes place varies. In 
several cases it occurs between about 
1909 and 1915. In both of these in- 
stances, the firms had made relatively 
high-priced cars; after the drop, they 
recaptured their prestige by producing 
low- or medium-priced vehicles. In 
those cases where the drop came during 
the period in which it is seen on the 
composite curve (1917-1920) it is 
doubtless due principally to a wholly 
fortuitous cause: the partial interrup- 
tion of passenger car production in these 
plants because of the war. In only one 
instance did the drop in secular growth 
follow the crisis of 1920. It should be 
born in mind that we are now classify- 
ing the curves of just those producers 
who remained in business through 
1926. Other firms were, of course, dis- 
astrously affected by the events of 1920- 
1921, but they either recovered by 1922 
or 1923, or else went out of business by 
1924 or 1925. In other words, only 
one firm which felt the effects of the 
cyclical upset of 1920-1921 for longer 
than a year or two ever saw its produc- 
tion mount again; recovery either was 
rapid or else was never realized. 

Charts IVb and IVc show interesting 
individual variants from the composite 
B curve. Curve IVb exhibits a rela- 
tively brief period of absolute decline, 
while Curve [Vc shows a declining trend 
that extends over more than half of the 
entire period under consideration. The 
sharp recovery following 1923-1924 is 
the result both of new management and 
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the introduction of a new line of cars. 
Like so many other developments of 
both major and minor character in the 
automobile industry, such a sharp re. 
covery after so long a decline would 
hardly seem possible. It is, of course, 
a highly excepticnal case; as such, hoy. 
ever, it lends weight to the importance 
of individual management as a factor 
in business success. It may seem hardly 
proper to classify Curve [Vc as a type 
B curve because of the extreme ampli- 
tude of the downswing and the rela. 
tively brief period that has elapsed since 
the generation of the upswing; in that 
case it may be regarded merely as a 
unique or miscellaneous type of growth. 

In general, the curves of the B type, 
unlike those of the A type, represent 
relatively small firms. Only one of them 
in 1926 made more than 15,000 cars. 
Nor were more than two of them ever 
large enterprises at any times in their 
history. This may be because the ab- 
solute declines in volume constituted 
such serious “‘set-backs”’ in the growths 
of these firms that they were never able 
to realize the productions which might 
otherwise have eventually been at- 
tained; or, it may be that the firms en- 
countered such “setbacks” principally 
because they were small. In some in- 
stances the one explanation seems 
sound; in other cases, the reverse; no 
very definite general statement is at 
present possible. Here, as often is true, 
to determine the comparative impor- 
tance of factors of this sort requires 
qualitative as well as quantitative an- 
alysis; the most specific details of n- 
dustrial history are needed to supple- 
ment mere statistical investigation. 


5. Firms Still in Business: Type © 


The third type of growth curve, 
which we may call type C, does not 
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taper off so greatly as does type A after 
1916, but on the other hand does not 
exhibit an entirely straight-line growth 
prior to 1916. Nowhere, throughout 
its course, however, does there occur 
an absolute falling off. For the period 
as a whole, it approaches a straight line 
more than any other of the three gen- 
eral types of curve; indeed, to several 
of the individual curves which make it 
up, straight lines could well be fitted. 
There seem to be cycles present when 
one observes the several changes in the 
rates of growth represented by Curve 
Va; but since it is merely a general 
curve from which the six individual 
curves which compose it vary consider- 
ably (they vary as regards the periods 
which they cover), the analysis of such 
cycles would, for purposes of the pres- 
ent discussion, have no more than a 
mathematical significance. Two indi- 
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vidual variants from the general curve 
are shown in Charts Vb and Vc, respec- 
tively. 

None of the six producers whose 
growth curves are of the C type en- 
gaged in business before 1908; they are 
thus second-generation concerns in the 
sense of not dating back to the begin- 
ning of the industry. Four of them are 
very large; their annual production is 
now 100,000 cars a year or more. 

A fifth is quite large; its production 
is nearly 50,000 cars. Only one is a 
small firm, with an annual output of 
something less than 20,000 units. Al- 
though not pioneer firms, five of the six 
(the five largest ones, it is of interest 
to note) were started by men who had 
previously had a wide experience in au- 
tomotive manufacture.® 

The growth curves of these second 
generation firms, piloted by men of ex- 
perience, suggest an inference which may 
or may not be valid. This is that, 
largely because of the fact that these 
men had new enterprises with which to 
start, in which the lines of policy were 
yet undetermined, they were often able 
more effectively to grapple with chang- 
ing market and manufacturing condi- 
tions than were men of equally great ex- 





5 See what is said in the April, 1927, number of 
this Review, p. 288, in an article by the present 
writer, “Leadership in the Automobile Industry, 
1903-1924.” 
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perience but who were shackled to some- 
what settled, older established firms. 
The type C growth curve for these sec- 
ond generation firms never shows an ab- 
solute decline throughout the course of 
its trend;® in other words, although ex- 
ternal market conditions at times slowed 
down the rate of their expansion, these 
producers never failed to take sufficiently 
good advantage of their opportunities 
to avoid an absolute “setback.” 

It should be added that only one of 
the six has ever made even a moderately 
high-priced model. Two of them have 
made low-priced cars, while the other 
three have made medium-priced cars, or 
low- and medium-priced cars simultane- 
ously. Even the one which once made 
a moderately high-priced product did so 
only for a few years, and during that 
time it also manufactured a medium- 
priced model, the sales of which consti- 
tuted by far the principal part of its 
volume. 

The fact that soon after the rate of 
growth for any one of these producers 
begins to taper off, the curve again be- 
gins to straighten, connotes a flexibility 
of policy that probably is the chief 
explanation of the concern’s success. 
When large cars came rapidly to be less 
desired, relatively, these firms began to 
make lighter ones; when the presence 
of more paved roads and the growing 
popularity of country touring caused the 
public to demand cars capable of mak- 
ing greater speed and longer distances, 
at lower operating expense, most of 
these firms supplied them; and when, a 
little later, the public’s preference for 
six-cylinder cars in the medium-priced 
field began to be apparent, the three of 
these six firms which at that time ca- 





® Except for one producer whose decline in pro- 
duction occurs during the war period, when special 
factors may readily have accounted for the brief 
absolute decline. 
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tered to this field immediately discon. 
tinued their “fours”? and brought out 
“sixes.” More recently, two of the 
four producers who have of late years 
catered to the upper-medium-priced field 
have brought out “straight eights.” 
Even though the fact of the “straight 
eight’s” final ascendancy in the upper. 
medium-priced field is not as yet finally 
demonstrated, the flexibility of policy 
that this action suggests is unmistakable. 
In none of the six instances under dis- 
cussion can this flexibility of policy be 
said to have constituted vacillation; ip- 
deed in several cases one general policy 
has been continued for some years, so 
long as in general it showed no signs of 
becoming obsolete. But in most in- 
stances, as soon as such signs were at 
hand, changes were made. 


6. Firms Still in Business: 
Miscellaneous Types 


Of the 28 “ten-year-or-more”’ firms 
which are still in business, 23 have 
growth curves of either the A, B, or C 
type. The remaining five curves do not 
bear a sufficient resemblance to any of 
the three chief types to be classified 
with them, nor do any more than two 
of them at all resemble each other; they 
may accordingly be designated as “Mis- 
cellaneous.”’ 

Two have the contour of a straight- 
line, or compound interest, curve 
throughout either a little more or a lit: 
tle less than half of their course; then 
they flatten out and remain upon almost 
a dead level for several years, and 
finally begin to dip slightly. These two 
firms may join the “Out of Business 
firms” in time, although it is too early 
yet to tell. Two more of the “Mis 
cellaneous” curves evidence a parabolic 
rise for some years, then decline—one 
precipitously, the other less abruptly. 
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TasLe II. DistrisutTion oF 28 GrowTH Curves AccorDING TO TyPE— 
Firms oF TEN YEARS’ Lire or Loncer, St1LL ENGAGED IN BUSINESS 



































Type A Type B Type C Misc. 
Number of CUIVES. ..... es secee cece eeeeceeecenes 10 7 6 5 
Percentage of total number............+-+++e+e00- 35-7% 25.0% 21.4% 17.9% 
Number starting in business before 1908........... 5 3 oO 2 
Number starting in business in 1908 or later........ 5 4 6 3 





The precipitous decline is, however, ex- 
plained by special factors; this firm has 
of late years concentrated its energies 
upon the production of other types of 
vehicles than passenger cars. The fifth 
“Miscellaneous” curve is the most in- 
teresting of all. It exhibits a straight- 
line rate of increase for some years, 
then runs along at a dead level for 
about a decade, and of late years has 
risen sharply. Like one of the type B 
curves discussed earlier, the company 
here represented saw a change in man- 
agement during the more recent period 
of its history. All five of these Miscel- 
laneous curves, it should be remarked, 
represent small companies. 


7. Summary and Conclusion 


The present paper has established the 
following facts, briefly reviewed. If the 
production figures of those firms which 
are now engaged in the passenger auto- 
mobile industry, and have been so en- 
gaged for ten years or more, are plotted 
upon semi-logarithmic paper, three gen- 
eral types of curve are found. Type 
A is the curve more or less correspond- 
ing to the curve of total production for 
the industry as a whole: a straight-line 
growth through 1916, then a parabolic® 
tapering off. This curve is not charac- 





teristic of one particular size or type of 
enterprise any more than another. Type 
B shows also a straight-line growth 
throughout the first part of its course, 
then shows some absolute decline, fol- 
lowed by recovery, although at a lesser 
rate than the original increase. With 
but a single exception, this curve is 
found only for relatively small com- 
panies. Finally, type C is a curve rep- 
resenting a long, sharply climbing 
spiral, exhibiting several variations in 
the rate of increase, but no drop nor 
level whatever. It is characteristic of 
very large concerns, all of them “sec- 
ond-generation” companies. Unlike type 
C, however, neither type A nor type B 
is found to be more characteristic for 
one part than for any other part of the 
period 1903-1926. Table II summar- 
izes this statement. 

All this, of course, tells only half the 
story of individual producers’ growth 
curves in an expanding industry. The 
other half of the analysis is concerned 
with the curves of those producers who 
have fallen by the wayside. It will be 
presented in the next article. 





8This adjective is used merely as a description 
of the existing curve thus far, not at all with the 
mathematical implication that a curve representing 
a parabola eventually must possess a negative in- 
clination. 











AN INDEX OF THE INSTALLATION 
OF MACHINERY IN THE UNITED STATES 
SINCE 1850 


By CARROLL R. DAUGHERTY 


EN engaged in the so-called 
“natural” sciences have fre- 
quently expressed doubt as to 

whether or not the “social” fields of 
learning deserve the name of “sciences.” 
They have declared that economics and 
sociology, for example, are made up of 
principles and conclusions arrived at 
largely by a process of deductive think- 
ing and not based, as are, say, astron- 
omy and chemistry, on thorough investi- 
gation of all available facts. 

Students interested in sociology and 
economics, however, have themselves 
for some time felt the need of being 
more “scientific.” They have realized 
the value of the inductive method, and 
for a number of years have labored at 
the collection and classification of all 
manner of statistical information which 
would form the basis for justifiable gen- 
eralization. In this way old principles 
and hypotheses might be tested and new 
laws perhaps formulated. 

In the field of economics it is well 
known that there is an_ increasing 
amount of data available. Govern- 
mental and private agencies are con- 
tinually enlarging the scope of their 
surveys, and there are statistics in al- 
most all lines of industrial and commer- 
cial activity—statistics of prices, wage 
rates, production, ton miles of freight, 
and so on—all of which contribute to 
the raw material of inductive economics. 

It is the purpose of this article to 
summarize the results of a study carried 
on for the past three years into the 





































amount of horsepower equipment in- 
stalled in the United States from 1849 
to 1923. ‘The total amount of horse. 
power capacity of prime movers in all 
fields of productive activity would be, 
it was felt, an adequate index of the 
varying amounts of machinery installed 
over a period of time. It was recog. 
nized, of course, that certain elements, 
such as improvements in the technique 
of production, better organization, elim- 
ination of waste, and so on, might in- 
crease the amount of machinery which 
could be operated by a given installation 
of horsepower equipment, but it was be- 
lieved that they were not of enough 
weight to invalidate the results; they 
would rather make for deviation on the 
side of conservatism. 

A moment’s consideration will make 
it plain that it is impossible to take a 
census of the machines themselves. They 
vary too much over a period of time and 
soon become obsolete. Furthermore, 
they cannot be reduced to any common 
unit. The horsepower, on the other 
hand, is a unit which has long been used 
to express the capacity of many differ- 
ent types of engines to drive machinery. 
The amount of mechanization of any 
field of productive activity over a period 
of time may be judged by the horse- 
power capacity of the engines operating 
the machines in relation to the number 
of employees. If the total amount of 
horsepower of the country’s engines 's 
appreciably greater now than it was ten 
years ago, it may be said that there 's 



















































more machinery installed now than dur- 
ing the previous decade. 


PES Uses of Such an Index 

An index of horsepower equipment or 
machinery, in the first place, may be 
used to help prove the economic theory 
that with every extension of the ‘“‘round- 
about process” (that is, with every in- 
crease in the use of tools and machin- 
ery), man’s labor becomes more pro- 


ment in- 
om 1849 
f horse. 


Ts in all ductive. The index of power installed 
ould be, per man may be compared with an in- 
; of the dex of product turned out per man. A 
installed genuine statistical basis will thus be fur- 
iS recog. nished for the above generalization. 

lements, In the second place, aside from its 
echnique theoretical aspects, the index of power 
on, elim- equipment may be used to throw light 
ight in. on the much discussed superiority of 


y which American industry and American work- 
tallation men. The material prosperity of the 
was be- United States, in contrast to the diffi- 
enough culties that have hampered England, 
8; they France, and Germany since the war, has 
| on the attracted a great deal of attention both 


at home and abroad. All thinking peo- 
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greatest industrialists telling the how 
and the why of our success is said to be 
selling very widely in Europe. And the 
fact that for the last year almost every 
good periodical and newspaper has de- 
voted large amounts of space to the sub- 
ject, in the form of articles, editorials, 
or reports of congresses and confer- 
ences, is evidence of a widespread inter- 
est in this country as well. 

All these discussions are much alike. 
They point out that production of 
wealth has increased more rapidly than 
population. There is, therefore, more 
wealth per inhabitant than before. And 
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as a reason for this increased per capita 
enjoyment there is advanced the fact 
that there is more machinery used to- 
day in production; human labor is being 
supplanted by mechanical devices. 


In the fifty years from 1869 to 1919, the 
population of the United States increased 2.76 
times. In sp‘te of the shift in population from 
the country to the city, so that only one-quar- 
ter of those in gainful occupations were em- 
ployed in agriculture in 1919, while nearly the 
half we1e so engaged in 1869, the agricultural 
production increased 4.49 times, or 80% more 
rapidly than the population. During the same 
50 years, the products of mines increased 18.81 
times, or nearly 7 times more rapidly than the 
population. The manufactured products in- 
creased 9.61 times, or about 3.5 times more 
rapidly than the population. While many fac- 
tors contributed to these increased outputs, the 
most important factor is undoubtedly the in- 
creased production and utilization of mechani- 
cal power by machinery. Today, the drudgery 
of the struggle for existence has largely been 
transferred to machinery vitalized by mechani- 
cal power, thus making universal education 
possible by sparing youth from the farm and 
the factory." 


And again: 


All this power increases output and de- 
creases sweat. While we have increased our 
manufacturing employees 65% in the last 
quarter of a century, we have swelled produc- 
tivity on a quantity basis in the neighborhood 
of 170%. Our farms produce 37% more 
with about 20% more farmers; our railways 
carry about 170% more traffic with 61% 
more men. And with all we have in 25 years 
decreased the weekly hours of labor by about 
9%, while real wages have increased 40% or 
50%. The terrors of unemployment have been 
lessened.” 


Without going into the accuracy of 
the figures, it may be said that these 
statements reflect the general belief and 





1 Address of William L. DeBaufre, retiring presi- 
dent of the Nebraska Chapter of Sigma Xi, on May 
15, 1925, reprinted in Science, October 30, 1925, Vol. 
62, No. 1609, p. 381. 

2 Herbert Hoover, in The Nation’s Business, June 
5, 1926, p. 14. 
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attitude on the subject. But there has 
never been, it is believed, a complete 
survey of the amount of these mechani- 
cal devices which are so greatly increas- 
ing our per capita output. 


Method of Investigation 


The term “horsepower equipment” 
is used in reference to the engines or 
motors whose horsepower represents 
the amount of machinery installed. A 
synonymous designation is “prime mov- 
ers.’ A prime mover may be defined as 
an engine which utilizes the potential 
energy from some natural source (such 
as coal, wood, petroleum, or water) and 
converts it into the energy of motion. 
Thus, steam engines and turbines, in- 
ternal combustion engines, and water 
wheels and turbines are prime movers. 
But electric motors are not classified as 
primary horsepower equipment because 
they do not utilize the original sources 
of energy. They are run by electricity 
generated in dynamos, after the latter 
are set in motion by some prime mover. 
In dealing with manufactures alone, 


however, the census treats the horse- 


power of motors driven by purchased 
electricity as “‘primary power,” since to 
this field by itself such power is the same 
as that obtained from its own prime 
movers. 

Statistics of horsepower equipment, 
which are as nearly as possible complete 
for all fields of productive activity in 
the United States, are shown over a 
period of eight and one-half decades at 
ten-year intervals, from 1849 to 1923. 
Naturally, the more recent years have 
yielded more exact information; there 
was less need for estimating for 1909, 
1919, and 1923 than for the earlier 
periods. The equipment was appor- 
tioned among ten fields of activity. For 
each census period, horsepower data 
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were gathered for manufactures, mines 
and quarries, agriculture, irrigation and 
drainage, electric central stations, elec. 
tric railroads, steam railroads, ships, 
automobiles, and work animals not on 
farms. This made it possible to notice 
the trend in the use of equipment in any 
one field and to discern the relative im. 
portance at any one time of any field of 
endeavor. 

Furthermore, equipment was classi- 
fied, for the country as a whole and for 
each of the above fields, as to type of 
prime mover—steam, internal combus- 
tion, and water. Note was also made 
of purchased electricity, since, to the 
field using it, this would be primary 
power. This classification made possi- 
ble an analysis of the distribution and 
importance of the various types at any 
one time and of the trend throughout 
the 74-year period. 

Another treatment of the material 
that was carried out was the division of 
the equipment into larger groupings: 
“manufactures,” including the horse- 
power in manufactures and that portion 
of electric central station equipment 
which is used for light and heat by con- 
sumers; ‘‘materials” and food, compris- 
ing the horsepower in mines and quar- 
ries, agriculture, and irrigation and 
drainage; “transportation,” made up of 
the equipment in electric and steam rail- 
roads, ships, automobiles, and work ani- 
mals not on farms. ‘Manufactures’ 
and “materials” were then grouped to- 
gether for the sake of comparing equip: 
ment used to produce “form utilities 
with that employed for the production 
of “place utilities.” A further division 
of transportation horsepower was made 
in order to distinguish between “light” 
and “heavy” types, electric and steam 
railroads and ships, of course, being 1" 
cluded under the latter, and automobiles 
and work animals not on farms belong: 
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ing to the former. Finally, in order to 
portray the growth of electric equip- 
ment, the horsepower of electric central 
stations and electric railroads, and the 
horsepower of motors used in manufac- 
tures and mines to generate their own 
power were grouped together. 

It should constantly be borne in mind 
that the statistics are those showing 
horsepower equipment, and not horse- 
power production. That is, the data 
that have been compiled show capacity, 
not actual use. None of the equipmenic 
is used 24 hours of every day. On the 
contrary, most of it is in use only a 
small fraction of the time. The figures, 
therefore, are an indication of what 
could have been, not a record of ‘what 
was. It is true that, for purpose of com- 
parison with indices of production, an 
index of actual horsepower use woula 
be more valuable, but there are at pres- 
ent no statistics available from which 
such an index might be constructed. 


Results of the Study 


Statistical records of early installa- 
tions of prime movers are very sketchy 
and incomplete. Manufacturing during 
the Colonial period was chiefly a hand 
process. The mills that did exist were 
very small and of purely local impor- 
tance. Consequently, there are no fig- 
ures at all available concerning the 
amount of horsepower equipment in ex- 
istence before 1790. 

The record does not greatly improve 
for the period of 1790 to 1860. No 
census of prime movers was taken until 
1870, when a report on manufactures 
included statistics of horsepower capac- 
ity. But fairly accurate estimates for 
the years 1849 and 1859 may be made 
from such items as number of establish- 
ments, number of employees, capital in- 
vestment, and value of product given in 


the censuses of 1850 and 1860. A study 
of horsepower equipment on farms also 
presents estimates for these years,® so 
that figures of moderate reliability may 
be obtained for manufactures and agri- 
culture, the two fields of greatest im- 
portance before 1860. But it must be 
remembered that the material shown 
for the later decades is much more ac- 
curate, being based almost wholly on 
actual census reports and reliable infor- 
mation. Estimates in certain fields had 
to be made for 1923; these, however, 
are relatively reliable, because their 
bases come from recent, reliable sources. 
But 1923 is the latest year for which 
accurate statistics are available in most 
of the ten fields of activity. There are 
no statistics for manufactures after 
1923, for mines after 1920, for agri- 
culture after 1924, for irrigation and 
drainage after 1920, for electric cen- 
tral stations and electric railroads after 
1922, for steam railroads after 1925, 
for ships after 1925, for automobiles 
after 1926, and for work animals not 
on farms after 1920. 

In Table I is shown the total amount 
of horsepower equipment in this coun- 
try for each decade from 1849 to 1923. 
From 10 millions it has grown to the 
astonishing total of 684 millions of 
horsepower — more than 68 times as 
much in the last-named year as in the 
first. Each decade has witnessed a 
steady increase, but since 1899 the de- 
velopment has been almost phenomenal. 
Before that time the increase over any 
20-year span has never been much more 
than twofold, but in the two decades 
from 1899 to 1919 the growth was 
more than sixfold. Only four years 
more, and the 1923 total was over ten 
times the 1899 figure. 





3C, D. Kinsman, An Appraisal of Power Used 
on Farms in the United States, Government Print- 
ing Office, Washington, 1925. 
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The chief reason, of course, for this 
recent enormous growth is the increas- 
ingly extensive use of the internal com- 
bustion engine in the pleasure automo- 
bile. Over 450 millions, or almost two- 
thirds of the 1923 total, belong to this 
field. This equipment is not really pro- 
ductive, being used for the most part as 
a direct means of satisfying wants— 
that is, as consumers’ goods, not used 
in further production. Therefore, the 
table also represents figures for the 
later years which show the amount of 
equipment after pleasure vehicles have 
been subtracted from the totals. Here 
the growth, though quite pronounced 
and rather more rapid than before 
1899, is more even. From 1849 to 1923 
the increase is about 23-fold, while since 
1899 the growth has been more than 
3% times. 

Table I furnishes a picture of the 
continual growth of horsepower equip- 
ment over a long period of time, gath- 
ering speed and momentum with each 
decade. But a more detailed inquiry is 
necessary in order to determine the ex- 
act nature and trend of this develop- 
ment. Table II shows the installed 
capacity for each field of endeavor by 
decades. 

It is at once evident that automobiles 
have experienced the greatest relative 
increase. Two obvious conclusions may 
be drawn from the data; a very great 
increase in the use of the automobile 
for pleasure, and a very great increase 
in its use for commercial purposes. Of 
the two, the first represents by far the 
larger amount of equipment, but, as 
shown by detailed inquiry, the second is 
increasing at a much more rapid rate. 

After automobiles come electric cen- 
tral stations, irrigation and drainage, 
and electric railroads, displaying a rate 
of increase unusually large. Each one 
was of quite minor importance in 1899. 


HARVARD BUSINESS REVIEW 


TaBLE I. TotaL Horsepower Equipment iy The 
UniTED STATES, 1849-1923 




















Absolute Numbers | Index Numbers 
Year (in thousands of (189, = 100) 
horsepower) 

1849 10,066! 16 
1859 155793! 25 
1869 19,147 35 
1879 28,820 45 
1889 47,697 74 
1899 64,193 Too 
1909 120,331 188 
1919 396,118 617 
1923 684,044 1,063 

Less Horsepower of Pleasure 

Automobiles 

1899 64,161 100 
1909 112,873 176 
1919 176,650 275 
1923 230,514 360 











1Data for first two decades very incomplete; aimost wholly 
estimated. 


Now electric central stations are of 
great significance, supplying power as 
they do to factories, railways, and home 
consumers. This field reflects the in- 
creasing importance of electricity in all 
phases of life. Electric railroads illus- 
trate the same point in the more spe- 
cialized field of transportation. The 
magnitude of the increase in pumping 
equipment in reclamation projects sug: 
gests the fact that the nation’s popula- 
tion is increasing to such an extent that 
lands at high fertility are no longer ob- 
tainable. Less fertile lands are being 
cultivated; by increasing the amount of 
machinery, it is hoped to make mans 
labor more productive. 

This is brought out also by the 
marked increase in the use of horse: 
power equipment in the field of gr 
culture as a whole. Mechanical devices 
have begun to supplant animal and man 
power. Gasoline engines, trucks, trac- 
tors, electricity—all are being used 
more and more by the farmer. 

Two other fields of activity show 4 
rather high rate of increase, most 0 
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MENT IN Tap which has been effected during the transportation group, is work animals 
iS a twentieth century. The growth of trans- not on farms. They increased rather 
—_— portation facilities, as illustrated by the steadily until 1919, but since then their 
— increase of equipment in steam railroads number has been less than it was in 


and ships, brings out the development 1879. This falling off is coincident with 
of the United States in industry and in the great advances made by mechanical 




































































25 population which consumes the products carriers during the recent decades. 

a of industry and agriculture. The unusual In the two remaining fields, manufac- 
Rs, growth of ship horsepower since 1899 tures and mines, the growth of equip- 
188 is indicative of two things other than ment has not been quite so pronounced. 
= the supplanting of the sailing vessel by But the increase has been steady, and 
te. the engine-propelled craft; an attempt points to an ever increasing installation 
aans to carry some of the commerce of na- of labor-saving devices calculated to in- 
——— tions (a recent attempt brought on by crease production and lessen costs. In 
~ the World War and reflected by the the case of mines there is suggested the 

ij e . . 

275 great increase since 1909), and an ef- need of machinery to overcome the 
360 fort to supplement rail transportation in state of diminishing returns that accom- 
Gant way this country with carriage by water. — panies the penetration of poorer, deeper 
A third field, the horsepower of which veins. 
doubtless belongs in greater part to the The horsepower figures for manufac- 
. are o 
ower as Taste Il. Torat Horsepower EqQuipMENT IN Eacu Fietp oF Activity, 
nd home By Decapes* 
; the in- HorsePower (in thousands) 
ity in all mee 
. Mi igation | Electri Work 
ads illus- Yor | Mose | “enh | to | eee | Comoe | Meee | Gee | Cee Auto- | Animals 
ore spe- | factures? | Quarries* | culture‘ | Drainage® | Stations* | Railroads’ | Railroads* mobiles!® 2. 
ae | | ST ee | 38 
° 559 | : 150 1055 1940 ’ 
pumping 1869 | 2,346 350 $88 4,100 1076 1,687 
. 1879 | 3,411 650 13,764 5 7,720 1,110 2,160 
>cts sug- 1889 5,039 1,300 10,835 33 120 140 16,300 1,444 2,675 
la- 1899 10,098 2,868 23,510 120 1,200 1,07 20,900 1,900 32 3,055 

popu 1909 | 18,675 4,608 | 31,107 361 5,225 3,71 45,400 3,122 7,714 3,405 
| hat 1919 20,505 6,724 43,722 816 15,250 6,327 72,300 6,584 230,432 1,979 
ent tha 1923 33,004 7,500 47.420 1,300 22,000 6,784 74,000 10,262 $07,254 1,700 
nger ob- InpDEX NuMBERS (1899 = 100) 

"e being mo II 2 28 2 39 38 
jount of 1859 16 5 4 9 43 
an’s 1879 34 23 $0 0.5 37 30 7 
em ae | 59 45 5 27 10 13 78 76 88 i 
100 100 Ioo roo 100 100 Io0o Ioo 100 100 | 
1909 186 160 132 300 436 345 216 164 2,410 III ! 

by the a 295 234 186 680 1,270 587 346 346 721,000 65 
3 328 261 202 1,092 1,832 628 357 540 1,585,000 56 
 horse- a = field is regarded separately; i.e., electricity purchased from central stations is included in manufactures, mines, agriculture, and 
f . _ ric railroads, while auto trucks used on farms are included with agriculture as well as with automobiles. 

IF agri ‘Estimated for 1849 and 1859 on basis of number of employees and by extrapolation. Data for all other years from Census Reports. 
devi ces ‘Data from Census Reports for 1899, 1909, tor9. Estimated for other years from different sources. 

q i xem by 3 * Kinsman, Agricultural engineer, an appraisal of Power on Farms in the United States, Government Bulletin 

an — , , D. C., 1925. 
nam — from Census Reports except for 1879, 1889, and 1899. Estimated for these years on basis of acreage. 
‘s, trac: noe Reports give data for 1902, 1907, 1912, 1917, and 1922. Data for 1889 and 1899 estimated on basis of historical 
ane d ages by a—_-_" carried back by extrapolation. Data for 1909 and 191g estimated from neighboring years by interpolation, 
- "Same sources and methods as for Electric Central Stations. 


‘Estimated from 1899 tor . rn —_ . 
ot L 923 on basis of pounds tractive force reported by Interstate Commerce Commission. For previous years, 
—— on basis of track mileage and number of locomotives. “~ , ” 
show 4 — based on tonnage of vessels reported by Bureau of Navigation. 

saat 0 f ee from registration figures, to which horsepower factors were applied. 
: ata by Mr. Kinsman. See Note 4 above. 
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tures in 1923 were over 3 times those 
for 1899 and about 30 times those for 
1849. This indicates the trend toward 
the use of highly specialized machinery 
making for the minute division of labor 
and the organization of production in 
factories on a large scale. The United 
States is becoming more and more an in- 
dustrial nation. 

Horsepower equipment in the differ- 
ent fields is considered in a somewhat 
different light in Table III. Here the 
relative importance of each field for any 
one decade is shown. The totals on 
which the percentages of distribution 
are based are somewhat different from 
those given in Table II, in order to 
avoid duplicate counting of power 
equipment. In Table II, each field is 
treated separately; any power purchased 
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by one from any other field is counted 
as primary power to the purchasing 
field, as well as to the “selling” feld 
But in Table III obvious double counting 
is avoided by treating such power only 
at its source; for example, electricity 
purchased by manufactures from elec. 
tric central stations is included only with 
the equipment of the latter field. Simi. 
larly, trucks used on farms are included 
only in the field of automobiles. 

In 1849 agriculture was by far the 
most important field for power in the 
United States, over 65% of the total 
amount of equipment being found in 
this division. Work animals not on 
farms, manufactures, ships, and rail. 
roads follow in importance. Evidently 
the country was still chiefly in the agri. 
cultural stage, possessing but little me- 







































































Tasie III. Per Cent Distrisution, Fietps oF Activiry, By Decapes' 
Horsepower (in thousands) 
Mines , Irrigation | Electric , ‘ y Work 
Yy Manu- and Agri- and Central Electric Steam Ships Auto- Totals 
ear | factures | Quarries | culture i Stations | Railroads mobiles | not on ota 
Farms 
1849 1.100 50 6,597 435 734 1,150 10,000 
1859 1,600 150 9.055 1,940 1,142 1,306 15,793 
1869 2,346 35° 9.5 4,100 1,076 1,687 19,147 
1879 3,411 650 13,764 5 7,720 1,110 2,160 28,820 
1889 5,850 1,300 19,835 33 120 140 16,300 1,444 2,675 47,697 
1899 9,778 2,754 23,519 120 1,200 935 20,900 1,900 32 3,055 64,193 
1909 16,803 4,403 30,807 361 5,225 3,091 45,400 3,122 7,714 3.405 120,33! 
1919 20,063 5,112 39,222 16 15,250 4,360 72,300 6,584 | 230,432 1,079 396,118 
1923 19,728 5,000 38,100 1,300 22.000 4,100 74,600 10,262 | 507,254 1,700 684,044 
Less PLEASURE AUTOMOBILES 
1899 9,778 2,754 23,519 120 1,200 935 20.900 1,900 Oo | 3,055 | Oto 
1909 16,803 4,403 30,807 61 5,225 3,091 45,400 3,122 256 3,405 | 112,873 
1919 20,063 5,112 39,222 16 15,250 4,360 72,300 6,584 10,964 1,979 176,650 
1923 19,728 5,000 38,100 1,300 22,000 4,100 4,600 10,262 53,724 1,700 230,514 
Per Cent or Eacu YEAR’s Tota 
1849 10.90 °.50 65.52 4.30 7.30 11.48 100.00 
1859 10.12 0.04 61.18 12.26 7.24 8.26 100.00 
1869 12.24 1.83 50.03 21.37 5.72 8.81 _ 
1879 11.82 2.26 47-77 ©.02 26.81 3- 7.46 ap 
1889 12.24 2.7 41.60 0.07 0.25 0.29 34.19 3.03 5.60 oped 
1899 15.23 4.2 36.63 0.19 1.87 1.46 32.57 2.96 0.05 4.76 sped 
1900 13.98 3.66 25.62 ©.30 4-33 2.57 37.73 2.590 6.41 2.83 en 
1919 5.05 1.29 9.90 0.21 3.85 1.10 18.25 1.66 58.20 ©.49 et 
1923 2.89 ©.73 5.57 0.19 3.22 0.60 10.91 1.50 74.14 0.25 500.0). 
Less PLEASURE AUTOMOBILES 
1899 15.24 4.29 30.606 0.19 1.87 1.40 32.57 2.96 ©.00 4.76 mage 
T9090 14.89 3.90 27.29 ©.32 4.63 2.73 40.22 2.77 o.23 3.02 100.00 
1919 11.82 2.88 22.23 0.46 8.63 2.47 40.92 3.76 6.21 1.12 ioe 
1923 8.57 2.17 16.51 0.57 9.55 1.78 32.34 4.46 23.31 o.74 - 
































Sources and estimates explained in Table II. 


ee . aw . a > with the 
‘No double counting in this table. For example, electricity purchased by manufactures from central stations is included only with 
latter, and trucks used on farms are included only with automobiles. 
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chanical equipment. Even all of the 
farm horsepower was in work animals. 
Animals not on farms were second in 
importance, their chief use doubtless 
being in transportation. It is interest- 
ing to note that in 1849 they were 
almost three times as important as 
steam railroads. 

In 1859 the same general situation is 
revealed, with minor changes. Agricul- 
ture, though it has lost some ground, 
still dominates the field. Steam rail- 
roads, however, have made an impor- 
tant increase and have decisively usurped 
second place from animals not on farms. 
The actual percentage allotted to manu- 
factures has decreased slightly, but this 
field, too, is ahead of animals not on 
farms. The other items are about the 
same. 

Ten years later, much the same pic- 
ture is presented. But although the rela- 
tive position of each field is unchanged, 
the equipment in steam railroads and 
manufactures has increased to such an 
extent that they have again cut largely 
into the leading position enjoyed by the 
feld of agriculture. Corn is still king, 
with half the equipment still in his do- 
main, but there seems to be indications 
of a start on the road to industrialism 
away from a purely frontier agricul- 
tural country. 

The fourth decade, 1879, depicts the 
same situation in a later stage. All 
forms of real mechanical power, such 
as manufactures, mines and quarries, 
and steam railroads, have increased rela- 
tively at the expense of the fields in 
which little or no mechanical equipment 
is in use (agriculture, ships, work ani- 
mals not on farms). For the first time 
the power capacity of agriculture forms 
less than one-half of the total. 

In 1889 a similar arrangement pre- 
vails. Agriculture has suffered a fur- 
ther decrease. For the first time there 





appear items in the column given to 
electric central stations and electric rail- 
roads. The power equipment in the field 
of irrigation and drainage, which first 
was employed in 1879, has increased; 
but it is always a relatively insignificant 
factor. 

By 1899 each of the ten fields of 
activity has a place on the table. This 
time the automobile is the newcomer. 
At the end of the century it offers no 
hint of the extraordinary position it is 
to assume 20 years later. Agriculture 
has again fallen in relative importance, 
but remains the largest single item. The 
rankings are the same as for 1889. It 
will be noted that in 1899 manufactures 
attains its highest percentage for the 
whole 74-year period. The reason is 
simply that, from this time on, much of 
the power used in this field is purchased 
from electric central stations. The 
prime movers making this energy are 
included with the latter field in this 
table, instead of being put in the manu- 
factures column. 

The decade of 1909 finds agriculture 
toppled from its former elevated posi- 
tion to second place. It is now more 
than ten points below its successor, 
steam railroads. Electric central sta- 
tions have become more important than 
mines or ships. The same is true for 
automobiles. This year, then, seems 
definitely to point to the fact that the 
United States has turned from the agri- 
cultural to the manufacturing stage. 
The figures for the preceding two dec- 
ades, of course, had presaged this situa- 
tion.* The steady increase in the amount 
of equipment on steam railroads also 
points to a growing geographic speciali- 





It is realized, of course, that showing the trend 
of horsepower equipment is only one way of sub- 
stantiating this assertion. There are other things 
to be considered, such as amount and value of prod- 
ucts, capital invested, number of employees, 
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zation and division of labor within the 
country. 

In the years 1919 and 1923 the im- 
mense amount of horsepower represent- 
ing automobiles overshadows all other 
fields and dwarfs them to such an extent 
that it is dificult to gain a fair idea of 
their importance. It is advisable, there- 
fore, to subtract the equipment of pleas- 
ure automobiles from that field. In 
1919, then, steam railroads are first, 
with over 40% of the total. Agriculture 
and manufactures follow. The new im- 
portance of electric central stations may 
be observed in a percentage almost 
double that for 1909 and not far below 
the figure for manufactures. The ship- 
building renaissance is undoubtedly re- 
sponsible for the increase in this field 
after a long period of decline. In 1919 
ships were of greater relative weight 
than mines and quarries and electric 
railroads. It is also important to note 
that even after the deduction of pleas- 
ure automobiles, the item of trucks 
amounted to such a figure that automo- 
biles still had over 6% of the whole— 
next in rank to electric central stations. 

In 1923 the amount of horsepower 
in trucks is still greater, second only to 
that in steam railroads. While the lat- 
ter field is still first, its percentage is 
more than eight points below the high 
mark of 1919. This indicates the in- 
creasing use of the truck as a carrier. 
The relative importance of agriculture 
is also much below its 1919 position; 
this may partly be due to the fact that 
farmers have begun to use central sta- 
tion electricity. The same is true for 
electric railroads and mines. 

A glance at the electric central sta- 
tion column for 1923 shows how impor- 
tant this field has become. Other fields 
are beginning to look to it, wherever 
possible, for this economical form of 
power. Manufactures, mines, agricul- 


HARVARD BUSINESS REVIEW 





ture, and electric railroads purchase in. 
creasingly large amounts of electricity. 
In addition, the number of consumers 
for light and heat purposes is growing. 
These facts account for the central sta. 
tion total exceeding the owned horse. 
power equipment in manufactures for 
1923. The relative importance of the 
former will doubtless increase as time 
goes on. 

The results of the study of the 
distribution of horsepower equipment 
among the ten fields of activity over 74 
years may be summarized under three 
heads. First, the United States has 
changed from a nation primarily agri- 
cultural, exporting raw materials and 
importing manufactured goods, to a 
nation in the main manufacturing. Agri- 
culture is still quite important; it is not 
necessary to import many raw mate 
rials. But the dominating activity of 
the country is manufacturing. 

Second, the great growth of equip- 
ment in the transportation fields points 
to geographic division of labor and 
localization of productive activities. It 
may also show the effect of increasing 
population and settlement. 

Third, the rapid development of elec- 
tric power indicates the important rile 
which it may play in the future growth 
of this country. 


Types of Prime Movers 


A second manner of analysis concerns 
itself with the growth of horsepower 
equipment among the different types 0! 
prime movers. Table IV presents fig 
ures of this nature. It will be observed 
that the most rapid development is 
the internal combustion type. This was 
to be expected from the enormous !'- 
crease in the field of automobiles, the 
engines of which are almost entirely 
driven by gasoline fuel. Internal com 
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bustion engines are used in other fields 
iso, but in 1923 over 500 millions of 
the 526 millions of horsepower came 
from motor vehicles. However, an ap- 
preciable amount of this is in trucks, 
and it must also be remembered that 
there has been a general increase in the 
use of gas engines in manufactures, 
mines, and agriculture. 
Consequently, if pleasure automobiles 
are deducted from the total, it will be 
found that internal combustion still 
leads in rate of increase, although in 
absolute amount of equipment it is sec- 
ond to steam engines. Whether or not 
the internal combustion type will con- 
tinue its remarkable advance seems to 
depend upon whether or not adequate 
substitutes can be found for the rapidly 
disappearing supply of petroleum. 
Steam engines, which are second in 
absolute amount of equipment, show a 
steady and ever increasing rate of de- 
velopment. This kind of prime mover 
is the nation’s chief instrument of pro- 
duction. In 1923 its total was over 100 
times the amount established for 1849, 
a year when its use was still relatively 
limited, and 3%4 times the figure for 
1899. It is doubtful if the supremacy 
of steam and coal will be seriously 
threatened for many years. It has been 


said that hydroelectric power, even 
completely developed, can supply less 
than one-fourth of the country’s power 
needs. 

But it is quite evident from Table IV 
that hydroelectric development is an 
item of importance in the power pro- 
gram of the present. Water wheels and 
engines were widely used in manufac- 
turing before the Civil War. The 
growth before 1899 is slow but steady. 
With the development of electricity as 
a form of power, however, there has 
been a remarkable acceleration in the 
use of water engines and turbines. From 
1849 to 1899 the increase was less than 
threefold, but from the latter year to 
1923 the growth has been almost 5% 
times. 

Another important source of power 
in the early days was work animals. 
Their number increased slowly up until 
1909; since then there has been a rather 
marked decline. Since by far the greater 
portion of these animals was employed 
on farms, this column substantiates the 
conclusion reached before, that they are 
being supplanted by mechanical forms 
of energy. 

Since 1849 horsepower equipment 
driven by wind has been the least im- 
portant type of power. Before that 


Taste IV. Torat Horsepower EQuiIpPMENT FOR EAcH Type oF Prime Mover, 


















































BY DECADES 
Horsepower (in thousands) Inpex NumBers (1899 = 100) 
a | 
Year | Steam Internal Water Wind Work Steam Internal Water Wind Work 
Combustion Animals Combustion imals 
1849 | = 1,228 662 429 75747 ; 36 65 35 
1859 | 3,263 930 639 10,961 5° 97 49 
1869 6,215 1,205 452 11,275 16 65 69 50 
1879 | 11,636 1,353 507 15,324 30 73 77 60 
1889 | 24,281 17 1,522 566 21,311 63 2 82 86 96 
1899 | 38,445 956 1,860 658 22,274 100 100 100 100 100 
T909 | 77,055 13,170 4,022 822 25,212 200 1.375 216 125 114 
1919 116,380 247,031 7,650 836 24.221 303 25, 412 127 109 
1923 _| 125,773 526,322 9,508 851 21,500 327 55,100 521 120 07 
| 
| Less PLEASURE AUTOMOBILES 
| 
1899 38,445 924 1,860 658 22,274 100 100 100 100 100 
1909 77,055 $5,712 4,022 822 25,262 200 618 216 125 114 
1919 | = 116,380 27,563 7,650 836 24,221 300 ay 412 127 109 
—1923_|_ 125,773 72,793 9,598 851 21,500 327 7 $21 129 97 
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time it undoubtedly was one of the 
chief ways in which man utilized nat- 
ural sources of energy. The figures in 
this column are composed of windmill 
horsepower on farms and the equivalent 
of sailing vessel power. Neither is of 
great significance, although both have 
their uses. The large drop in amount 
of horsepower from 1859 to 1869 was 
doubtless the result of the Civil War 
and its proof of the superiority of the 
steam-propelled vessel over the sailing 
ship. 

The distribution of total horsepower 
equipment for each decade among the 
five types of prime movers may be 
observed in Table V. The fact that 
immediately appears most striking is the 
predominance of work animals for the 
first four decades. Although their rela- 
tive importance decreases with each ten- 
year period, they amount to over half 
of the total amount up to and including 
1879. This means that less than half 
of this total was mechanical power. 
And since the great majority of the 
animals were used on farms, here again 
there is evidence of the prevailing agri- 
culturalism during these years. 

Steam power, however, mounted 
steadily from the small beginning in 
1849. It amounted to over 40% in 
1879 and by 1889 it had taken first 


Taste V. Per Cent DistrisuTion, Types oF Prime Movers,’ sy DECADES 


Horsepower (in thousands) 
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rank from work animals, with almos 
51%. From that time forward, if pleas. 
ure automobiles are as usual subtracted 
from the internal combustion division, 
steam engines are chief among the 
prime movers. However, their relative 
weight has dropped somewhat sinc 
1909. This is due to the rapid increase 
of truck equipment. 

Internal combustion engines appeared 
first in 1889. By 1909 they had attained 
second place, and in 1919 and 192; 
they overwhelmed the other groups by 
mere force of numbers. Even with the 
pleasure type removed, this division js 
second only to steam power, being in 
1923 almost one-third of the total. 

Water turbines and engines never at. 
tain more than third rank. Beginning 
with 1909, they drop to fourth place. 
The general trend in relative impor- 
tance up to 1899 is downward, but the 
effect of the generation of electricity in 
connection with water sources may be 
seen in small increases thereafter. This 
growth is more evident from the abso- 
lute numbers than from the percentages. 

Work animals have always been an 
item of importance. Up to and includ- 
ing 1909, their numbers increased, but 
thereafter a falling off is noticeable, 
especially in 1923. Mechanical means 
of transporting people and goods are 


Per Cent or Eacu Year’s TOTAL 















































Year Steam Internal Water | Wind Work Totals Steam Internal | Water | Wind | Work 
Combustion Animals Combustion Animals 
1849 1,228 662 29 7,747 10,066 12.19 6.58 | 4.26 76.97 
1859 3,263 930 39 10,901 15,793 20.66 sis <4 a 
1869 »215 1,205 452 11,275 19547 32.51 21 2. - 
1879 11,636 1,353 507 15,324 820 os 4.69 1.76 ae 
I 24,281 17 sass 566 21,311 7,607 50. 0.03 3.20 1.19 it 
1899 38,445 956 I 658 22,274 4:103 59.84 1.49 2.90 a a 
1909 77,°85 13,170 4,022 822 25,212 120,331 13-99 10.94 3-34 °. 6.13 
1919 116,3 247,031 7,650 836 24,221 396,118 en 62.32 1.92 0.31 ~~ 
1923 _| 125.773 526,322 9,508 851 21,500 1044 18.33 77.00 1.41 0.12 - 
Less PLeasurE AUTOMOBILES 
7 
1899 38.445 924 1,860 658 22,274 64,161 .87 1.44 2.90 1.03 54 
1909 77,055 5,712 4,022 822 25,262 112,873 26 5.07 3-57 0.73 > 4 
1919 1r6,3 27,563 7,650 836 24,221 176,650 66.00 15.56 4-38 0.47 : 
1923 _|_ 125,773 72,792 _9,598 851 21,500 230,514 ||_$4-57 31.57 4.1 2.37 



































1Based on similar data for each/field of activity. 
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supplanting them. This trend will prob- 
ably continue, although there are some 
uses for work animals which do not at 
present admit of mechanical substitu- 


tion. 


Groupings of Power Equipment 


Certain major groupings of horse- 
power equipment among the ten fields 
may be observed in Table VI. It will 
be seen that power in the grouping of 
“manufactures” has increased at a 
swifter pace than in the division of 
“materials,” although the latter ex- 
ceeds the former in absolute amount 
during every decade. But, as would be 
expected from the inclusion of pleas- 
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it is composed. It is more satisfactory 
for comparison with the “transporta- 
tion” division, for it represents. all the 
equipment used in producing “form 
utilities,” while the latter is made up 
of horsepower devoted to producing 
“place utilities.” In absolute amount 
manufactures and materials exceed the 
transportation group to and including 
1899, but from then on the latter forges 
ahead. The increase in the former divi- 
sion from 1849 to 1923 is over 11% 
times, and from 1899 to 1923 almost 
21% times. 

It is quite striking that for more 
than 15 years a so much greater amount 
of equipment has existed for moving 
persons and goods from place to place 






















































Zinning ure automobiles, the “transportation” than for making things. In so far as 
- place. group has grown most rapidly of all. this is caused by equipment used for 
impor- After 1899 it exceeds the others in carrying the products of manufactures, 
Dut the absolute amount as well. The rate of mines and quarries, and agriculture, the 
icity in development in manufactures and mate- conclusion that geographic specializa- 
nay be rials shows a kind of balance between tion of production has gone far in this 
. This the rates of the two groups of which country is verified. And in so far as 
» abso- 
itages. TasLe VI. Horsepower EquipMENT IN GROUPINGS 
HorsEPowER (in thousands) 
cen an oad ae 
includ- Manufactures | Trans tion ‘ : 
d. but ; f : an Heavy Light | Electric 
, Year |Manufactures'} Materials? |Transportation?, Materials Pleasure | Transportation‘) Transportation) Motors* 
ce abl e. “a Automobiles 
1849 | 1,100 6,647 2,319 7,747 1,169 1,150 
means 1850 | 1,600 9,805 4.388 115405 4.388 3,082 1,306 
ds are ~s 9,938 6,863 12,284 6,863 5,176 1,687 
1879 | 3,411 14,419 12,990 17,830 10,990 8,830 2,160 
1889 | 5,970 21,168 20.559 27,138 20,559 17'884 2,675 
1899 | 10,720 26,507 26,966 37,227 26,034 23,879 3,087 2,577 
1909 | 20,894 36,076 63,359 56,970 55,936 52,240 11,119 11,878 
1919 39,243 51,262 317,622 81,505 100,202 85,211 232,411 27,839 
1923 | 34,344 56,220 600,600 90,564 148,612 01.646 508,054 34,022 
Work P | InpeEx Numsers (1800 = 100) 
Animals 1849 | 10 25 9 ar 9 5 37 
76.97 1859 15 37 16 31 16 13 42 
60.41 oe ~ 39 26 33 26 22 55 
ds | £1] & ‘ : 7 i 
44.59 1899 | 100 100 100 100 100 100 100 100 
34.75 1909 | 195 136 235 153 208 219 361 461 
21.05 1919 | 252 194 1,178 219 374 357 7,530 1,082 
6.13 1923 | 320 212 2,230 243 552 384 16,470 1,356 
$4 a 
ane. mesioctamts and electric central stations, less the equipment of the latter used in mines and quarries, agriculture, and 
a mines and quarries, agriculture, and irrigation and drainage. 
34-77 , ncludes electric railroads, steam railroads, ships, automobiles, and work animals not on farms. 
32. 4 Includes electric railroads, steam railroads, and ships. 
ws J “includes automobiles and work animals not on farms. 
2st Includes horsepower equipment in electric central stations and electric railroads, plus the owned electric equipment of manufactures 


and mines (except, in mines, for the year 1923.) 
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this situation is the result of equipment 
used for transporting persons, it may 
be called as witness to the statement 
that the citizens of this nation are en- 
joying unprecedented wealth and leisure. 
Especially is this true in the case of 
pleasure automobiles. It is interesting 
also to speculate as to whether or not 
the fact that such an immense amount 
of transportation equipment is necessary 
will not work towards causing a reloca- 
tion of manufacturing industries with 
respect to markets and raw materials. 
A better comparison of “form utility” 
equipment with “place utility” equip- 
ment may be obtained if the horse- 
power in pleasure automobiles is sub- 
tracted from the transportation group. 
The latter will then include only equip- 
ment which is mostly “productive.” If 
manufactures and materials are com- 
pared with this group, it will still be 
seen that the rate of increase shown in 
the latter is much more rapid than that 
of the former. And after 1909, trans- 
portation, less pleasure automobiles, 


appreciably exceeds manufactures ang 
materials in absolute amount of equip. 
ment. 

Another division of horsepower used 
in transportation which suggests itself is 
the separation thereof into “heavy” and 
“light” groups. In the last decades the 
amount of equipment in the latter js s0 
swelled by the pleasure car that it far 
surpasses the sum of steam railroads, 
ships, and electric railroads. Until 1899, 
however, the rate of growth shown by 
the latter is faster, since the other group 
was then composed of work animals. In 
“heavy” transportation the 1899 figure 
is 20 times the 1849 amount, while in 
“light”? transportation it is less than 3 
times. But the situation is reversed in 
1923; since 1899 the growth in the 
“heavy” group is less than 4 times, 
while the increase in the “light” divi- 
sion is over 164 times. 

That the use of electric power has 
proceeded at a rapid pace is shown 
by the fact that the horsepower equip- 
ment thus represented has increased 

































































TasLe VII. Horsepower EQuIPMENT PER EMPLOYEE* 
HorsEPOWER 

j d Per Employee in 

g § 4 a = er Employ : , 

3 Ly < ; 4 c) 

3 | |22 |#2 1] 2 gla Bee <3: 

4 = 3 2 5 5 o 3 - o Pip $3 

4, |i, (de 2 | 2 | te] 2 | Ge P) alae 

a8 | 9g ai fs $ £3) a gi | is 
a | se | se |se4| sad] 2 | 2 as| a3) §) 31/2) 3/818 
> ¥ 7 4 ey a = i a a a § § 3 : 
1849 ©.43 1.44 0.43 1.44 0.92 o.61 1.32 *4 7.0 0.92 1.31 4.1 © 
1859 | 0.50] 1.50 | 0.50] 1.50] 31.07] 0.95] 1.72 7. 11.2] 14.07 | 1.70 8.8 | 1.5 
1869 | 0.50 1.53 °.50 1.53 1.14 2.11 1.63 10.2 12.1 1.14 1.65 10.6 | 1.52 
1879 | 0.58] 1.66] 0.58 1.56 1.25 2.61 1.80 14.0] 12. 1.25 1.82 | 13.8 | 1.68 
1889  - 2.05 a 2.05 1.40 | 3.36 2.32 ~ 1.97 21.8j| 18. 1.40 2.39 | 19.9 | 2.08 
1899 | 0.85 2.21 0.85 2.21 a 4.63 2.29 | 48.0] 8.18] 22.5 24. 2.02 2.44 | 21.0 | 2.30 
1909 1.31 3.16 1.23 2.96 2.82 4.77 2.52 95.0 | 14.87 30.2 25. 3.13 2.70 27.9 | 2.85 
1919 3.75 9.52 1.67 4.25 3.26 6.17 4.10 }| 127.5 | 21.40 37.8 38.1 3.32 4-37 35-8 | 3.9 
1923 | 6.21 | 15.70] 2.r0| 5§.3t | 3.76] 6.52] 4.74 | 157.0] 22.25 | 40.31 51.3 | 3.85 §.05 | 37-4145 

InpEx NumBers (1899 = 100) 

1849] St 6s 31 5 | 48 13 38 It 29 46 54 m9 | $3 
1859 59 59 54 aI 75 35 4t S$ 7° 42 6 
1869 $9 69 $8 69 60 46 71 5 50 5 68 5t 
1879 75 75 66 56 79 2 52 62 15 eo; 3 
1889 | 89 93 89 92 74 73 Ior 50 24 97 77 69 an 
1899 | 100 100 Too Ico %° Too 100 Too 100 100 100 100 100 100 
1909 | 154 143 145 134 148 103 110 197 182 I Ito Iss 110 133 16 
1ro19g | 440 430 196 192 j 172 133 179 264 262 I 157 164 179 170 aa 
1923 730 710 247 240 | 198 141 207 327 272 179 211 190 207 178_| 10% 












































Figures obtained by dividing eet ot horsepower equipment in various fields by numbers of inhabitants and employees ‘ound in 
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over 1314 times since 1899. This, of 
course, includes more than central sta- 
tion power. The increase in the latter 
has been greater, as shown in Table II, 
indicating that plants are now buying 
more from the central supply instead 
of generating their own. 


Horsepower per Employee 


Perhaps the most interesting as well 
as the most valuable findings of the 
study are set forth in Table VII. It 
was possible to obtain the numbers of 
workmen for the country as a whole 
and for the fields of manufactures, 
mines, agriculture, electric central sta- 
tions, electric railroads, steam railroads, 
and ships, and then to divide them by 
the amount of horsepower equipment in 
order to learn the installation per em- 
ployee. Index numbers based thereon 
show the increased use of machinery in 
this country perhaps better than any 
other way. 

In 1849 there was less than one-half 
of a horsepower used for each person 
living in the United States, while in 
1923 the per capita installation was 
almost 614, an increase of nearly 14% 
times. In the last years, however, the 
figure is again set greatly out of line 
by the item of pleasure automobiles. 
If this be deducted, it will be found that 
the 1923 figure is 4.8 times that for 
1849 and less than 3.5 that for 1899. 
The actual amount of equipment per 
employee in the nation is more than 
twice that per unit of population, but 
the rate of increase is slower. With 
pleasure automobiles included, the 1923 
installation is about 10.9 times the 1849 
igure and 7.1 more than that for 1899. 
With this item removed, there is about 
3-7 times as much power per worker 


in 1923 as in 1849 and 2.4 times as 
much as in 1899. 


“Manufactures 
and Materials” 
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The largest equipment per employee 
is found in electric central stations, be- 
cause of the type of power units which 
require few attendants. In the trans- 
portation fields there is also a large 
amount of power per worker for the 
same reason. Surprising as it may seem, 
there has almost always been less horse- 
power per employee in the field of 
manufactures than in mines and quarries 
or agriculture. One is accustomed to 
think of manufacturing as a shining ex- 
ample of the use of mechanical contriv- 
ances. And so it is, but in proportion 
to the energy required to produce the 
desired result, human labor has been 
less supplemented by machinery here 
than in any other field. 

The most rapid rate of increase is 
found in electric central stations, where 
there existed in 1923 more than 3% 
times as much equipment per employee 
as in 1899. Of the transportation trio, 
electric railroads is first in rate of 
growth, with ships and steam railroads 
following as named. However, before 
1899 steam railroads increased faster 
than ships. 

Of the manufactures and materials 
trio, mines and quarries displays the 
swiftest growth before 1899, while agri- 
culture goes into the lead after that 
turning point. Perhaps the steadiest 
advances are registered by electric cen- 
tral stations and manufactures. 

Among the four large groupings 
there is a great deal more equipment 
per workman in heavy transportation 
than in the others. This is to be ex- 
pected from the kind of equipment. 
“Materials” is also higher than ‘“‘manu- 
factures” in this respect, bearing out 
what appeared in the study of the fields 
themselves. As to rate of growth, the 
rise before 1899 is most rapid in heavy 
transportation, while thereafter it is 
found in the materials group. “Manu- 
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factures and materials” strikes a balance 
between the two groups of which it is 
composed. In general, its growth has 
been more even than that of the place 
utility group. Before 1899 the former’s 
rate of increase was slower than that 
of the latter; but since then, because 
_of the rapid rise of farm equipment 
since 1909, the form utility group has 
slightly outstripped heavy transporta- 
tion. 

The amount of equipment at the com- 
mand of each inhabitant and employee 
in the country and in the various fields 
has thus increased steadily. The abso- 
lute amount in any field, of course, de- 
pends on the expenditure of effort re- 
quired to produce a given result; one 
would expect larger installations per 
employee in the field of steam railroads 
than in the field of manufactures. 

The important generalization that 


proceeds from a study of Table VIj js 
that human effort is continually being 
supplanted by machinery and mechani. 
cal devices operated by prime movers. 
The work that man does is being per. 
formed more and more by the machines 
which he makes. Quantitative substan. 
tiation is thus afforded to the statement 
that the increased use of machinery has 
helped to shorten the working day and 
provide more leisure for the employee. 
The stage is set for comparing the index 
of horsepower equipment per employee 
with an index of amount of production 
per employee, in order to determine 
relationships. And a long step is taken 
towards determining whether or not 
the American workman’s vaunted supe- 
ricrity is a fact. A similar study of 
horsepower equipment and productivity 
in European countries would give fac. 
tual basis for an answer. 
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IRTUALLY every firm engaged 
Vi: the manufacture of men’s cloth- 
ing in Chicago has operated since 
1919 under an individual agreement 


duction entered into with the Amalgamated 
ermine Clothing Workers of America, the 
: taken leading union in the men’s clothing 
or not feld. Hart, Schaffner and Marx was 
1 supe- the first Chicago house to embrace such 
idy of an arrangement when, as a result of the 
ictivity strike of 1910, a joint agreement pro- 
re fac. viding for the impartial adjudication of 


disputes relating to wages and working 
couditions was signed. Other firms in 
the market continued to operate under 
open-shop conditions until the spring of 
1919, when another strike resulted in 
the signing of a three-year agreement 
by practically all of the houses of the 
market. These agreements were re- 
newed, with a few minor changes, in 
1922 and 1925, and their renewal for a 
fourth term is now pending. 

_ The agreements under which these 
irms are now operating are identical, 
with the sole exception of the Hart, 
Schafiner and Marx agreement. The 
latter is more explicit in its terms, but 
all provide for the preferential shop 
(the principle that union labor is to be 
employed whenever available, and that 
non-union help is to be discharged be- 
fore any union help is laid off during 
the slack season), the fixing of wage 


*The agreements of Hart, Schaffner and Marx 
and B. Kuppenheimer provide for arbitration in 
case of dispute; agreements of the other firms 
Provide that if “, . . . the parties find them- 


SOME PRINCIPLES UNDERLYING 
THE INTERPRETATIONS OF AN INDUSTRIAL 
RELATIONS AGREEMENT 


By WADSWORTH H. MULLEN 


rates by collective bargaining, the col- 
lective adjustment of wage scales once 
a year at the request of either party,’ 
the impartial review of disciplinary 
action, and for the establishment of a 
trade board and a board of arbitration 
for the settlement of “complaints or 
grievances within the scope of this 
agreement.” The agreements also 
specify the hours of work per day and 
the rate of overtime pay. 

The preamble of the first market 
agreement stated that: 


The parties hereto enter into an agreement 
for collective bargaining, with the intention 
of agreeing on wages and working conditions, 
and to provide a method for adjusting all 
differences that may arise during the terms 
of this agreement. 


The impartial machinery set up to 
provide this method has jurisdiction 
over all matters arising within the scope 
of the agreement. The powers of the 
impartial boards may be likened to the 
powers granted to the Federal Govern- 
ment by the Constitution—such powers 
are delegated powers, while the powers 
of the various states are residual. The 
result of this granting to the union— 
and therefore the ultimate decision to 
the impartial boards—of joint control 
over wages and working conditions has 
been that the manufacturer has relin- 
quished his former absolute control 





selves unable to agree on wages before the anni- 
versary date (of the signing of the agreement) 
either party may terminate this agreement in good 
faith.” 
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over one of the departments of his 
business, the manufacturing department. 
Control over certain phases of manu- 
facturing was delegated by the explicit 
terms of the agreement: control over 
wages, piece rates, and hiring, for ex- 
ample. But this control has gradually 
been extended by decisions of the im- 
partial boards to include certain other 
phases, such as the training of appren- 
tices, the introduction of machinery, the 
right to employ subcontractors, the 
opening of new shops and the closing of 
old ones, the routing of work, and the 
like, which were not specifically men- 
tioned by the agreement. The attempt 
will be made in this article to formulate, 
by examination of the decisions of the 
impartial boards, the principles that 
seem to have guided them in rendering 
those decisions, principles developed 
more or less independently from those 
set forth in the agreement itself. 

The study has been restricted to de- 
cisions involving firms under the juris- 
diction of the market trade board, as 
distinct from the Hart, Schaffner and 
Marx board. This limitation was made 
because of the greater significance of 
the market cases and their less technical 
aspect; because of the similarity of the 
principles underlying the decisions, by 
reason of the fact that the same board 
of arbitration chairmen have, since 
1919, officiated for both Hart, Schaff- 
ner and Marx and the rest of the 
market; and finally, because the very 
lack of explicitness of the market agree- 
ment has made for a wider extension 
of its terms than in the case of the more 
precise Hart agreement. 


I. Elasticity of the Agreement 


In view of the simple phraseology 
of the terms of the market agreement, 
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a decision as to wheth<r those terms 
were to be strictly construed was of 
paramount importance, and one which 
the impartial boards were very soon 
called upon to make. The manufac. 
turers (and at times the union) were 
disposed to argue that had the cop. 
ferees been disposed to grant to the 
union joint control over all the subjects 
set forth in the Hart, Schaffner and 
Marx agreement, the logical course 
would have been to adopt the wording 
of that agreement; and that failure to 
mention certain subjects, such as the 
methods of determining hour rates and 
the transfer of workers, was intended 
to place such subjects outside the sphere 
of joint control. The trade board, 
however, refused to accept this con- 
struction, and has ruled in a number of 
cases that the terms of the agreement 
were to be interpreted loosely. In Case 
number 3, that board stated: 


The trade board does not construe the pro- 
visions just quoted strictly, as requested .... 
A strict construction would in some cases run 
counter to the purposes of the agreement as 
set out in the preamble. 


The board ruled in a similar fashion 
in Case number 154: 


The firm has argued at the hearing that a 
foreman is not within the jurisdiction of the 
trade board. The chairman rules adversely 
upon this contention. . . . At a recent 
meeting of the impartial chairmen of several 
of the cities this question of a broad as versus 
a strict interpretation was discussed, and it 
was the general consensus of opinion that the 
principle of broad interpretation should 
prevail. 


Moreover, the board of arbitration 
has placed its approval upon a loose in- 
terpretation of the terms of the agree- 
ment, in Case number 27a: 


As regards the rule of strict versus broad 
interpretation, it has been the custom of the 
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at chairman of the board to consider not 
merely the specific language of a particular 
ection, but also to have regard to the general 
spirit of the agreement and to the purposes 
as set forth in the preamble. In certain cases 
which have come up for decision under the 
Hart, Schaffner and Marx agreement, the 
present chairman has felt warranted in going 
qgainst the explicit language of a particular 
paragraph, or the implication based on the 
absence of any reference to the matter in the 
aoreement, especially when it seemed probable 
that the parties, in framing the agreement, 
did not have in mind the specific case which 
seems to fall under the wording in question. 


prese 


II. The Applicability of the Hart, 
Schaffner and Marx Agreement 


After the door had been thrown open 
to extensions and modifications of the 
terms of the market agreement by the 
impartial machinery’s endorsement of 
the doctrine of loose construction, it 
necessarily devolved upon the two 
boards to select and expound, either 
verbally or by implication, the principles 
by which they were to be guided in both 
the interpretation and in the expansion 
of the various sections of the agree- 
ment. Probably the most obvious 
course of development was afforded by 
the presence in Chicago of the Hart, 
Schaffner and Marx agreement, and the 
group of cases decided thereunder. As 
stated before, the Hart agreement was 
much more explicit in its terms than the 
other agreements. 

The impartial machinery has consis- 
tently held the market agreement to be 
a synopsis of the Hart, Schaffner and 
Marx agreement. Probably the most 
comprehensive statement of the trade 
board’s attitude toward the relationship 
between the two agreements is contained 
in Case number 1179, Reconsideration: 


The applicability of the Hart, Schaffner 
. Marx agreement to the other houses in 
‘ie market on points not covered specifically 
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by the market agreement has been urged and 
denied by both sides as suited the occasion. 
. . « The trade board has understood, how- 
ever, and has consistently ruled on the basis 
of that understanding, that the provisions of 
the Hart, Schaffner and Marx agreement 
were intended to govern with respect to points 
not covered by the market agreement. . . . 


Again, in Case number 230: 


. . The agreement under which we are 
working is essentially an abbreviation of the 
Hart, Schaffner and Marx agreement. 


With reference to the applicability of 
the decisions of the Hart trade board 
the market board has ruled as follows 
(Number 1179, Reconsideration) : 

This (applicability) has also been argued 
pro and con by both sides on occasion. This 
board has cited the decisions of other boards 
but has not used such decisions as precedents 
except as the principles embodied therein have 
been approved by the board of arbitration. 


The manufacturers, however, consis- 
tent with their opposition to the loose 
construction of the market agreement, 
were decidedly adverse to having their 
document regarded as a synopsis of the 
Hart agreement, and, as a rule, they 
resisted the transplantation to the rest 
of the market of the procedure in vogue 
in that house. But at the present time, 
when this process has practically been 
completed, and the workings of the two 
agreements are practically uniform over 
the entire market, the representatives 
of the manufacturers in the bulk of the 
market are alert to take note of any 
changes favorable to them that may 
occur at Hart’s, and are quick to argue 
the market applicability of such changes. 


III. Past Practice 


As previously stated, the agreement 
specifically placed within the sphere of 
joint control certain aspects of the man- 
ufacturing process, such as discipline, 
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cutting standards, hours of labor, and 
so forth. However, it failed to men- 
tion certain other important aspects. 
The impartial machinery was under the 
necessity of deciding how disputes aris- 
ing with respect to these other subjects 
not mentioned by the agreement should 
be decided—whether on the basis of 
equity, or by the application of some 
other principle. The boards at an early 
stage ruled that past practice should 
control with respect to subjects not 
mentioned by the agreement. Those 
boards have repeatedly ruled in their 
decisions that firms might continue to 
do what they had done in the past, but 
when they wished to alter past proce- 
dure, they must seek the permission of 
the trade board if they failed to secure 
the acquiescence of the union. 

Perhaps the most important applica- 
tion of this theory has been to earnings. 
Let a worker once establish a certain 
level of hourly earnings, the firm is 
henceforth enjoined from impairment 
of that rate by transfer or by tamper- 
ing with the piece rate so long as the 
effort applied by the worker is constant. 
However, under the conditions of 
severe depression existing in Chicago 
since 1923, union business agents have 
at times acceded to the transfer of em- 
ployees at lower wages. Nevertheless, 
the impartial machinery has never of- 
ficially recognized these violations of 
the principle set up by it, and Case 
number 243 remains the leading case 
on this subject. In that case the trade 
board ruled as follows: 


Only in very exceptional circumstances will 
the trade board permit a firm to reduce a wage 
once paid. In general, a wage may not be 
reduced. As Mr. Williams (the first chair- 
man of the board of arbitration of Hart, 
Schaffner and Marx) once said, “The spirit 
of the agreement is to maintain wages when- 
ever equivalence of service is maintained, and 
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it does not contemplate a reduction of ear. 
ings unless effort is correspondingly reduced, 
If, therefore, an individual week worker js 
reduced, it is up to the company to show some 
cause why the reduction is made.” This gen- 
eral principle the board holds to be sound. 


Other important applications of the 
rule that past practice must prevail 
have been made: in the granting of ya. 
cations and holiday pay to cutters op 
the grounds that such concessions had 
been made in the past; in the allocation 
of incidental work outside the proper 
limits of their trade to cutters and trim. 
mers; in the preservation of certain 
methods of dividing work, and the like. 
Established practice with respect to all 
of these points largely grew up as the 
result of concessions made by firms dur. 
ing the war inflation period. One of 
the most important of this group of 
decisions was Case number 50%, in 


which the board ruled: 


The trade board is of the opinion that when 
the agreement is silent on the question of holi- 
day pay, the question of what workers should 
and should not be paid in a given case should 
be determined by previous practice. 


Rulings of this character naturally 
placed certain houses at a considerable 
competitive disadvantage with respect 
to houses which had not made conces- 
sions of this sort. This disadvantage 
continued until vacations for cutters and 
trimmers were abolished by agreement 
between the employers and the union 
in 1922. 

Another inducement mentioned above 
as having frequently been extended by 
firms prior to the signing of the agret- 
ment was the granting of incidental 
work to cutters and trimmers—cutting 
up samples and ends for dealers, making 
up sample books, measuring cloth for 
inventories, and so forth. After the 
boom period of 1919-1920 was Over, 
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these small firms wished to turn such 
work over to the designer or foreman, 
to be completed in his spare time, or to 
employ clerical help for this purpose. 
But the board forbade this reallocation 
of work in Case number 478. 

Let the previous practice control; let the 
designer-foreman do the kinds of work he has 


in the past, but he must not do a larger pro- 
portion of the work here in question than he 


has in the past. 


The agreement contains a provision 
to the effect that work must be divided 
equally among all the workers in the 
shop. In the tailor shops, workers may 
be laid off at any time during the week, 
provided each worker has an equal 
amount of layoff. In the cutting room, 
however, the union has always en- 
deavored to enforce the principle that 
layofis must be made by weekly periods. 
Here, again, certain houses, which had 
been able to persuade the union to per- 
mit a mid-weekly layoff for a few 
weeks, had the advantage over firms 
unable to present to the trade board 
such a prima facie case in favor of al- 
lowing a mid-weekly layoff on the 
grounds of past practice, until the situ- 
ation in this respect was altered by joint 
agreement in 1924. 

Still other examples of restrictions 
upon management originating in this 
rule that past practice must prevail are 
to be found in the restrictions on the 
height of lay, in the fixing of production 
standards for cutters and trimmers, and 
in the failure to extend piece work to 
trimmers. Under the conditions of 
production prevailing in the ready-made 
branch of the industry, where sales are 
made to retailers, numerous orders 
come in for standard models and sizes. 
Under such conditions, production costs 
would be greatly reduced were it pos- 
sible to pile the cloth 10 or 20 layers 
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high, and cut the whole lot with an 
electric knife in one operation. But the 
union imposed restrictions on the num- 
ber of layers of cloth that could be piled 
at one time. In certain other cases the 
union also forced restrictions upon the 
piling of mixed fabrics—the mixing of a 
serge and a striped material in the same 
cutting lay. Such barriers to the most 
efficient methods of production liave nec- 
essarily raised costs. 

There is also an almost absolute 
rigidity with respect to the production 
standards of cutters and trimmers. Such 
workers are not on piece work, but rec- 
ords are kept of their production, and 
their pay is adjusted every four weeks 
on the basis of their success or failure 
in producing a more or less arbitrary 
daily output. These standards of daily 
output differ for each house and were 
fixed on the basis of the past perform- 
ance of the cutters by joint agreement 
between the firm and the union. The 
trade board has refused to interfere 
with such standards, even in the case of 
firms producing a considerable volume 
of evidence tending to show that the 
quality of their cutting had been low- 
ered, or that past practice was not a 
fair indication of the productive capaci- 
ties of the cutters. The board has re- 
fused to alter the standards, expressing 
its opinion in several instances that 
since the standards were arbitrarily 
fixed in the first place, it was probably 
better to refrain from tampering with 
them until definite bases of adjustment 
were decided upon between the firms 
and the union. In line with its refusal 
to alter these cutting production stand- 
ards, the board has also refused to in- 
troduce piece work for trimmers, on the 
grounds that such a method of payment 
would be contrary to past practice. 
Several firms, however, have been able 
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to obtain permission from the union to 
institute piece work for trimmers. But 
other firms with less ability to bargain 
have been obliged to retain the week- 
work method of compensation. 

Such restrictions have, of course, 
prevented the adoption of the most 
efficient production methods, and they 
have, therefore, increased production 
costs. But the houses of the Chicago 
market have perhaps felt more keenly 
the lack of uniformity with which these 
restrictions apply in the market itself 
than they have the resultant increase in 
costs, serious as this increase is when 
competing with non-union markets. 


IV. Approval of Negotiated 


Settlements 


The impartial machinery has consis- 
tently favored the adjustment by nego- 
tiation of disputes arising between the 
two parties to the agreement. In Case 
number 1067, the trade board stated: 

Any issue held to be within the jurisdiction 
of the impartial machinery is as proper a sub- 
ject for negotiation and for adjustment by 
agreement as for litigation. 

The trade board and the board of 
arbitration have been inclined to con- 
sider negotiated settlements as making 
for a more satisfactory working rela- 
tionship between both parties than legis- 
lated settlements of disputes, no matter 
how wise the decisions. 

Such an attitude has had far-reaching 
effects upon the workings of the agree- 
ment in the last few years. The spring 
of 1923 witnessed an increase in wage 
scales approximating 10%. The em- 
ployers did not press for a wage reduc- 
tion in 1924, but requested, rather, the 
abatement of certain restrictive prac- 
tices general throughout the market, and 
for specific adjustments within each 
house. The union, recognizing the des- 
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perate need of the industry, made certain 
concessions applying to the entire mar. 
ket, but probably the most important ad. 
justments were made on an individual 
house basis, with the representatives of 
each firm treating with the union. The 
impartial chairmen were generally pres. 
ent at these individual negotiations, 4. 
though they acted more in the capacity 
of friends to each party, or of witnesses, 
rather than of judges, and they rendered 
considerable assistance in unoficially 
smoothing out disagreements. 

The market concessions made by the 
union, and many of the individual ad. 
justments, were worked out through 
decisions of the impartial machinery. 
For instance, the union agreed to some 
relaxation of the rule of weekly layofs 
for cutters. If a firm was able to show 
that it would suffer a financial loss by 
retention of its cutters until the end of 
the week, the trade board has permitted 
a hearing and has usually granted per- 
mission to the firm to make a mid-week 
layoff. But no blanket rule has gone 
into effect, permitting such a layoff in 
every case. 

The trade board was also instrv- 
mental in carrying into effect an agree- 
ment by the union to increase the 
production of bushelmen—workers en- 
ployed to repair defects in workmanship 
or fit. Bushelmen were in most houses 
on week work. Piece work was intro- 
duced in a number of cases where the 
volume of work was sufficient to make 
this feasible, while in other instances 
workers were disciplined by the trade 
board for low production. | 

The board also materially assisted in 
the execution of agreements made be- 
tween the union and individual houses. 
In a number of houses new methods of 
manufacture were introduced or a few 
peak rates were reduced, by decisions 
of the trade board, thus relieving the 
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union of the onus of making the 
changes. A few quality firms had se- 
cured permission from the union to 
manufacture a cheaper quality line, in 
order to compete more effectively with 
non-union markets. The minor diff- 
culties connected with the establishment 
of such low-quality shops were often 
ironed out by verbal or written decisions 
of the trade board. 

Other firms were permitted by deci- 
sions of the trade board to pile mixed 
fabrics. Odd sizes in linings were 
eliminated, thus reducing costs. Machin- 
ery was introduced to a greater extent 
than had been possible before, and 
employers were permitted to put work- 
ers on two operations on piece work. 
Practically all of these changes were 
eflected by trade board decisions. 


V. The Doctrine of Need 


A large share of the trade board’s 
time has always been occupied with 
rendering decisions in cases involving 
the discharge of workers. One of the 
cornerstones of any trade union is the 
protection of the jobs of its members. 
But the employer may feel under the 
necessity of discharging workers because 
of changes in the work, or a diminution 
of its volume; and more commonly, he 
may desire to discipline workers by dis- 
charging them. The impartial machin- 
ery has been under the necessity of 
preserving discipline in the shops and 
of seeing that the employer was not 
burdened by a force of workers greatly 
in excess of his needs, while at the same 
time respecting the union’s necessity of 
Protecting its members. This it has 
tried to do by basing its decisions in 
cases involving requests for reductions 
in working force upon an extension of 
an important clause of the agreement— 
the equal-division-of-work clause. In 
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disciplinary cases, it has tended to base 
its decisions upon a new principle, com- 
monly known throughout the market as 
the “Doctrine of Need.” 

One of the basic features of the 
agreement is the provision for the equal 
division of work. The union always 
bitterly contested for this principle of 
equal layoff, and succeeded in inserting 
a clause providing for such equal divi- 
sion in the agreement. This principle 
crosses shop lines—if a firm has more 
than one shop manufacturing the same, 
or approximately the same, type and 
quality of garment, the amount of work 
given each shop must be equal over the 
season. 

In instances where a firm has had 
insufficient volume of work to operate 
a shop economically and has requested 
permission to close down and transfer 
the work to another of its shops or to 
a contractor, the trade board has re- 
fused to grant this permission where 
there was the slightest possibility of an 
increase in the volume of orders. 

In a few cases, the trade board has 
found that the volume of work was 
insufficient to keep busy the present 
force and that there was no immediate 
prospect of an increase. In such cases 
the board has reluctantly consented to 
closing the shop, thus in effect violating 
the equal-division-of-work clause, which 
contains no provision for a reduction in 
force, but which, on the contrary, rules 
against it by implication. In return for 
this privilege, the employer has always 
been directed to make certain conces- 
sions. The board has ordered the 
transfer of all workers possible to other 
shops operated by the employer, or else 
the contractor has been directed to take 
over certain workers, if the work was 
transferred to a contract shop. In 
addition, the firm has usually been 
directed to make a monetary settlement 
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upon all workers for whom a place 
could not be found. 


For instance, in Case number 351: 


The practice of the market and all trade 
board and board of arbitration decisions bear- 
ing upon this matter have been to the effect 
that some degree of responsibility has been 
developed for all union workers brought into 
the trade and employed by a firm so long as 
the firm continues to manufacture clothing. 
The reasons for this need not be repeated here. 
In some cases it has not been practicable to 
continue all in employment, but where it has 
not been definitely shown that it is imprac- 
ticable to employ all union workers when a 
section or shop is being closed, the firms have 
been held responsible for continuing them in 
the shops where they have been employed, or 
for employing them in other shops and giving 
them a fair share of the available work. 


The right of the trade board to grant 
extra pay to the workers discharged in 
Case number 201 was appealed to the 
board of arbitration. This board up- 
held this idea of the firms’ responsi- 
bility for the workers they employed, 
and the consequent broadening of the 
equal-division-of-work clause. 

The “Doctrine of Need’’ was devel- 
oped at an early stage by the trade 
board as a supplement to the principle 
of equity in its settlement of disciplinary 
discharge cases. This principle was to 
the effect that the results of discharge 
to the worker and his family must not 
be disregarded. 

This theory found expression by the 
board of arbitration in Case number 
1203a, where the board stated that it 
considered the following factors in the 
discipline of workers: 

What will be its “job effect”? Will a 
discharge in all probability bring him immedi- 
ately a new job at higher wages? In some 
cases the undersigned has reinstated a worker 
with loss of time because discharge would 
have been no effective punishment. In other 
cases he has done the same thing because dis- 


charge would have left a worker with depen- 
dents without work for a week. 


Although such an application of the 
“Doctrine of Need” was specifically 
nullified by agreement between the 
employers and the union in 1922, it has 
nevertheless apparently been employed 
since that time by the trade board in 
settlement of the disciplinary cases com. 
ing before it. The first half of 192; 
was a period of good business in the 
Chicago market, while the correspond. 
ing period of 1924 was a period of 
probably as severe depression as any in 
recent years. During the first period 
mentioned, a total of 58 workers came 
before the board in cases involving the 
review of the disciplinary action of 
firms. Of these 58 workers, 31, or 
53%, were ordered discharged, and 21, 
or 36%, were reinstated without pay 
for time lost. The remainder were 
given credit in connection with layofs 
for the time lost, or were reinstated 
with pay. From January 1, 1924, to 
June 30, 1924, 54 workers came before 
the board, charged with offenses pre- 
sumably as serious as those whose cases 
were reviewed by the board in 1923. 
Of these 54, only 12, or 22%, were 
discharged, while 35, or 65%, were 
reinstated without pay. In other words, 
a decrease in the proportion of dis- 
charges of about 60% from 1923 to 
1924 is shown. This decrease is espe- 
cially striking when one considers that 
in times of depression workers are more 
circumspect with respect to the quality 
of their work and their conduct, and 
accordingly it is to be presumed that 
the workers coming before the board 
were hardened offenders, or the habit- 
ually careless or inefficient. 


VI. The Workability of the Agreement 
In certain cases, the trade board's 


acceptance of jurisdiction, or its dec 
sions in those cases, has seemed to be 
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based upon a recognition of the necessity 
of moulding a workable agreement, 
rather than upon equity, past practice, 
or Hart, Schaffner and Marx precedents. 
In Case number 1213, the board ruled 
that “if the agreement is to work, it (the 
impartial machinery) must accept juris- 
diction in disputes that arise under the 
agreement and are not disposed of by 
the parties in interest.” 

Rulings in certain other cases were 
apparently made on the basis of ex- 
pediency. In Case number 424, the 
frm refused reinstatement to a worker 
until he had recompensed the firm for 
damages to a coat. The board ruled 


as follows: 


The trade board in several instances has 
advised against the imposition of fines by a 
firm and now officially rules against it. It 
does so first of all and chiefly on the ground 
that this form of discipline lends itself so 
easily to abuse that it becomes improper. Fre- 
quently fines are used as a device to undermine 
and reduce wages. 


It will be noted that the chief basis 
for this ruling was that it would be 
inexpedient to permit the use of fines 
by firms as a form of discipline—not 
that fines were forbidden by the agree- 
ment. Another case of the same sort 
involved the discipline of a shop chair- 
man. A conference of the personnel 
managers of the manufacturers had 
expressed the opinion that it was good 
policy to prefer charges against shop 
oficials before the trade board, rather 
than to proceed against them with 
direct discipline. But in certain cases 
coming before the trade board, this ex- 
Pression of opinion was made the basis 
for formal rulings, and in at least one 
instance the failure of a firm to follow 
this mode of procedure that the trade 
board had approved of as expedient was 
made the sole basis for the reinstate- 
ment of a delinquent shop chairman. 
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The trade board’s refusal to classify 
the shop chairmen of cutting and trim- 
ming rooms has apparently been based 
upon the board’s desire to preserve a 
smoothly working relationship. It has 
already been pointed out that the cutters 
are on production standards—in effect, 
a form of piece work. Collection of 
union dues, the settlement of minor dis- 
agreements, and the performance of 
other union duties, naturally lowers the 
production of the cutting-room chair- 
men. In the tailor shops, the union 
itself reimburses the shop chairmen for 
time spent on union duties. But in the 
cutting rooms the trade board has 
always disregarded the production of 
shop chairmen in fixing their wages, 
and, as a consequence, the firms have 
been obliged to bear this burden of 
slack production. In spite of an agree- 
ment between the employers and the 
union to discontinue this arrangement, 
the board of arbitration has refused to 
sanction a blanket change in the system, 
although the trade board has endeav- 
ored to raise the production of shop 
chairmen in individual cases. 

Another very important result of the 
impartial machinery’s determination to 
make the agreement work has been the 
tendency to relate the nature of their 
decisions to fluctuations in the business 
cycle. In the preceding section it was 
pointed out that the severity of disci- 
plines fixed by the trade board in cases 
coming before it for review has appar- 
ently depended upon business conditions. 

It is dificult to point out specific cases 
and say with any degree of certainty 
that the decisions in those individual 
cases were influenced by the prevailing 
business conditions. It is only in a series 
of cases of the same type, where it can 
be assumed that other factors were 
fairly constant, that this tendency to 
relate the nature of the decisions to 


«aera TT eee TS OU . ke ak oa oe. et oe he ££ Kew were ee Oe eS eee! 








302 HARVARD BUSINESS REVIEW 


business fluctuations is evident. A group 
of disciplinary cases offers this uniform- 
ity. And cases concerning the classi- 
fication of cutters also present fairly 
uniform basic conditions. 

Reference has already been made to 
the methods used in fixing the pay of 
cutters and trimmers on the basis of 
their production for the four preced- 
ing weeks. In the early days of the 
agreement, when the arrangement was 
first devised, considerable leeway was 
allowed in meeting these standards. In 
other words, a cutter might fail by a 
considerable margin to produce the 
standard, and still receive his same 
wage. But largely through the efforts 
of the trade board during the 1923- 
1924 depression, this laxity has gener- 
ally been done away with. 

In one case, the board of arbitration 
specifically mentioned the business pros- 
pect as the basis for one of its decisions. 
In the spring of 1923, the employers 
requested permission to take on cutters’ 
apprentices. In view of the prospect 
for a decline in business, the board ruled 
that the needs of the employers should 
be satisfied by the transfer of a limited 
number of trimmers to the cutting room. 

The wage awards of the board of 
arbitration have, of course, followed 
the fluctuations of business conditions 
during the business cycle to a consider- 
able extent. A wage increase in 
December, 1919, of approximately 
20% was granted, but the request of 
the union for another advance in May, 
1920, was refused. Wages were cut 
approximately 10% in May, 1921, and 
they were advanced by about the same 
amount in May, 1923. 


VII. Conclusion 


A comprehensive view of the six prin- 
ciples outlined on preceding pages seems 


to indicate clearly that these Principles 
have all been developed by the impartial 
machinery with the idea in mind that 
they would result in the development of 
a satisfactory working relationship be. 
tween the manufacturers and the union, 

One of the first decisions of the impar- 
tial machinery was to the effect that the 
terms of the agreement were to be 
loosely construed. In this fashion, the 
way was left open for such modifications 
of and additions to the terms of the 
agreement as later experience might find 
necessary. 

Furthermore, the boards ruled that 
the market agreement was a synopsis of 
the Hart agreement and that all dec. 
sions of the Hart, Schaffner and Man 
Board of Trade were applicable to the 
balance of the market. A process of 
trial and error had worked out the sur. 
est procedure to be followed by the trade 
board at Hart’s, and while certain ad- 
justments necessarily had to be made to 
transplant the procedure in vogue at 
this house to the bulk of the market, 
nevertheless this transposition was 4 
comparatively simple matter. 

The trade board further ruled that 
past practice was to apply in the market, 
unless such practice was modified by 
joint agreement or by decisions of the 
trade board. In this fashion the dan- 
gerous innovation of revolutionary 
changes in procedure was obviated, until 
such time as absolute necessity forced the 
issue. 

The trade board has also placed its 
stamp of approval upon negotiated set: 
tlements, as making for a better work: 
ing relationship than decisions of a third 
party, no matter how enlightened those 
decisions might be. In this connection, 
the board has often assumed the burden 
of carrying into effect, by its decisions, 
the understandings privately reached be- 
tween the parties to the agreement, thus 
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relieving the union of the onus of making 
concessions. 

The defense of a cardinal principle 
of trade-unionism—the protection of 
members’ jobs—led the impartial ma- 
chinery to formulate the “Doctrine of 
Need.” Under this principle, members 
of the union were protected in their 
employment, even in the face of drastic 
reductions in the volume of work. 
Furthermore, the trade board has tended 


B to discipline by methods other than dis- 


charge in times of business depression. 

The above five principles have in gen- 
eral guided the boards in the formula- 
tion of their decisions. But underlying all 
those decisions, and perhaps more funda- 
mental than any of these principles, 
has been the determination to mould 





a working relationship. This has been 
demonstrated in the acceptance of juris- 
diction by the trade board in certain 
cases on the grounds of expediency, and 
by a general tendency to relate the na- 
ture of its decisions to fluctuations in the 
business cycle—a process of tempering 
the gale to the shorn lamb. 

It cannot be denied that mistakes 
have been made by the impartial ma- 
chinery—some serious. Some of the 
chairmen have undoubtedly been hamp- 
ered by a lack of foresight or courage. 
But the severest critics of the workings 
of the agreement cannot deny that a 
working relationship between the two 
parties does exist in the Chicago market, 
and that this relationship bids fair to 
continue. 





SOME IMPRESSIONS OF THE BRITISH 
TRADE ASSOCIATION 
By EDGAR L. HEERMANCE 


HE British business man has been 

an individualist. He preferred to 

carry on in his own way, and let 
his competitors carry on in theirs. The 
business had been in the same family 
for two and often three generations. 
The Jaissez faire philosophy of the early 
industrial era stamped the nation with 
a tradition of independent action. A 
similar individualism characterized the 
American business man up to the present 
century, as a result of pioneer condi- 
tions. And the British manufacturer or 
trader had been a pioneer. For about a 
hundred years he kept one or two laps 
ahead of his competitors in other in- 
dustrial countries. He was living on the 
frontier of industrial development, 
where conditions called for individual 
responsibility and initiative, rather than 
for collective action. 


I. General Causes of the Organization 
Movement 


In the majority of British industries, 
the first pressure toward organization 


came from the labor unions. About 
1875, labor had begun to reach a de- 
gree of strength which forced employers 
to organize, first on district and later 
on national lines. The directory of the 
Ministry of Labor lists some 863 dis- 
trict and national associations, or fed- 
erations of associations. They are 
headed up in the National Confedera- 
tion of Employers’ Organizations, which 
corresponds to the National Trades 
Union Congress. In many cases very 
satisfactory relations have been estab- 


lished. The boot trade, for example, 
has not had a strike since 1895; in iron 
and steel the sliding scale of wages, 
based on prices, has produced a similar 
record. But the average British business 
man, while he accepts the union just as 
he accepts the income tax, appears to 
be obsessed by the labor problem quite 
as much as his American counterpart. 
He gives it a place in his emotional life 
larger than is either necessary or wise. 
Many of the associations originally 
formed to deal with labor questions 
have since taken on other functions. In 
other cases they have paved the way 
for parallel associations along commer. 
cial lines, with practically the same 
membership. It has proved easier to 
bring competitors together on labor 
questions than on commercial questions. 
If an association handles both, the 
former will bring out a larger attend- 
ance; individual competition is not in 
this case a barrier between the members. 
The sense of common danger, however, 
does not necessarily mean a recognition 
of common interest. It may be more 
difficult to bring British business men to- 
gether along commercial lines, but when 
this can be done it probably creates a 
stronger and more permanent bond. 
A second cause of organization was 
price agreement. This will be discussed 
in more detail at a later point. It ap- 
pears to have gone on sporadically since 
the beginning of the industrial era, even 
before the repeal of the laws against 
combination. Many groups of compet 
tors were first brought together in this 
way. Price fixing in itself is not 4 very 
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satisfactory basis for association. It 
is likely to generate a good deal of sus- 
picion and bad feeling among the mem- 
bers. And in the past it engendered in 
the public mind a certain hostility to- 
ward the trade association, as a secret 
arrangement for gouging the consumer. 

The third factor in the uniting of 
competitors was the sense of a common 
commercial interest. Organizations 
have existed in the coal and cotton 
trades for over a century. The Coal 
Tar Association goes back 50 years. 
The Federation of Grocers’ Associa- 
tions was formed in 1881, at which time 
there were 22 local bodies in existence. 
But these are rather exceptional cases. 
Few of the associations which I have 
checked go back farther than the pres- 
ent century. The British business man 
has been even harder to organize than 
the American; an older civilization had 
produced more fixed habits and tradi- 
tions. But there was the same atmos- 
phere of hostility and suspicion to be 
broken down. This feeling soon died 
out, however, with better acquaintance. 
The trade association has had the same 
effect as in America in building up con- 
idence and social solidarity among men 
who before were intensely independent. 


II. The Post-War Development 


By 1914, a large number of trade 
associations, in the strict sense, had 
come into being. The majority of them 
were small and not particularly aggres- 
sive. The secretaries, who sometimes 
were their promoters, were apt to be 
either solicitors or accountants, routi- 
neers rather than executives. Quite a 
number of these bodies were fathered 
by the chambers of commerce in Lon- 
don, Birmingham, and Manchester, 
which provided their secretariat. Some 
of the stronger groups, formed in re- 
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sponse to the growing intensity of com- 
petition in British trade, were still 
young and feeling their way. 

The effect of the war is seen in a num- 
ber of directions. In order properly to 
ration raw material and fuel, the gov- 
ernment encouraged the formation of 
trade associations where none existed. 
While many of these organizations were 
mushroom growths, in other cases co- 
operation is apparently permanent. The 
new conditions of competition worked 
in the same direction. The British 
manufacturer found himself fighting for 
his share of world trade. Tax burdens, 
new government regulations, increased 
foreign tariffs, and the danger of dump- 
ing from abroad, made it necessary for 
each industry to act as a unit for the 
protection of its interests. This has 
meant a marked strengthening of the 
trade organization movement. The 
chemical industry supplies a typical case. 
Practically no organization existed prior 
to the war, outside of the coal-tar 
group. The Association of British 
Chemical Manufacturers came into be- 
ing in 1917. It has in turn grouped its 
members into various trade associations, 
corresponding to the divisions of the 
chemical industry. The function of the 
general body is to do the thinking for 
the trade as a whole. And for organi- 
zations of this type the tendency has 
been to supersede the routine secretary 
by a high-salaried official, usually called 
director or manager. The man chosen 
for this post had often proved his ca- 
pacity by executive work during the war. 

The business man himself at first ac- 
cepted the new cooperation as a matter 
of necessity, though with great reluc- 
tance. Then followed a period when he 
was ready to pay the rather heavy dues, 
because he was making money and some 
of it might as well go to the association 
instead of to the government as an ad- 
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dition to his income tax. By 1922, the 
trade associations began to be accepted 
as worth while in themselves. The busi- 
ness man has been making less money 
than in the years just after the war. 
But membership in the more aggressive 
type of association has steadily grown. 

There has also been a change in pub- 
lic opinion, as reflected in the attitude 
of the government. Trade associations, 
as we have already noted, proved their 
value during the war period. They 
have been investigated by a series of 
government commissions, from 1918 to 
1926, and their reports may be de- 
scribed as increasingly favorable. The 
old suspicion has largely subsided, and 
cooperation between competitors is now 
regarded as a necessary piece of trade 
machinery. ‘This parallels the change 
of attitude in our own country during 
the same period. 


III. The Federation of British 
Industries 


The strongest trade organization in 
Great Britain is the Federation of 
British Industries, organized in 1916 
and given a royal charter in 1924. It is 
exclusively British (which means the 
Empire) and confined to manufacturers. 
This in itself suggests the acute compe- 
tition from foreign-made goods which 
British factories have been facing; the 
distributor in England may not have the 
same interest in home or dominion 
products. A further distinguishing fea- 
ture of the F. B. I., as it is generally 
called, is that it is purely commercial in 
scope and takes no part in labor ques- 
tions. It claims to be the largest or- 
ganization of manufacturers in the 
world. Membership is both associated 
and individual. At the close of 1926, 
it comprised 185 trade associations, in- 
cluding most of the important manufac- 


turers’ organizations in Great Britain, 
and 2,271 individual members. The 
dues are substantial, ranging from $100 
for a firm employing 100 hands, to 
$1,000 for one with over 2,000. Thus 
the federation has ample funds to work 
with. Its staff impresses one as being 
of extremely high grade. 

The first function of the F. B. I. is to 
present a united front for British manv. 
facturers on national questions. Pr. 
marily this means laws, present or pro. 
spective. There is nothing in Great 
Britain corresponding to the American 
lobby in its palmy days. When a ques. 
ticn arises which affects British produc. 
tive industry as a whole, or some im- 
portant section of it, the case is digested 
and put in its proper form by the federa- 
tion’s committees and staff. It is then 
brought before the government. As the 
federation not only speaks for British 
industry but may have 40 members who 
are also members of Parliament, it nat- 
urally is listened to with considerable 
respect. In fact, it is frequently con- 
sulted by the ministers on questions of 
policy, notably by the late Labor Gov- 
ernment, which was rather inexpert on 
trade matters. The cases handled may 
have to do with oppressive burdens or 
inequalities in taxation. They may in- 
volve railway tariffs, or foreign trade 
embargoes, or the details of a new bill 
for factory regulation. If a particular 
industry feels that it is being crippled by 
dumping from abroad, the F. B. I. may 
request that it be given the special pro- 
tection provided under the Safeguard- 
ing of Industries Act. It is largely re- 
sponsible for the new Cinematograph 
Films Bill; in fact, it was instrumental 
in organizing the film manufacturers 
into an association. The federation 
does not always win its case. Though 
working on nonpolitical lines, it 's 
largely Conservative in color, and may 
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accomplish more with the present gov- 
ernment, which is virtually protection- 
‘st. The pressure which it exerts might 
conceivably be abused. But thus far 
the legislative phase of its work appears 
to be a legitimate presentation of the 
interests of. British manufacturers. 

A second function of the organiza- 
tion is to facilitate export trade. Brit- 
ish industry depends very largely on the 
overseas market. With foreign cus- 
toms rates and regulations changing 
from week to week and the exchange 
fluctuating day by day, the manufac- 
turer must have some prompt and re- 
liable means for posting himself as to 
conditions. For such information the 
F. B. I. has become a general clearing 
house. In this it suggests a more elastic 
and responsive edition of the United 
States Department of Commerce. The 
federation maintains its own foreign 
agents, who are virtually consuls, and 
drummers on a national scale. It tells 
the British exporter what goods to ship 
and how to ship them. In the good old 
days, if a Chinese buyer wanted a ship- 
ment of scissors wrapped in red paper 
instead of green, the manufacturer 
would probably offer to go to perdition 
first. The German manufacturer, mak- 
ing a poorer grade of scissors, would 
agree to wrap them in red, and get the 
order. Today, thanks to the F. B. L., 
the Englishman, seeking to regain his 
trade, will wrap his scissors in red, too, 
because red is the lucky color in China 
and the people prefer it. 

_ The third general function of the 
federation is to bring expert advice to 
the members on their business problems. 
Such service runs all the way from econ- 
omy in fuel consumption to research as 
to supplies of raw material. In this 
held, except as a means of liaison be- 
tween the manufacturer and various 
technical organizations, the F. B. I. is 
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in danger of spreading itself rather thin. 
It does, at least on paper, a good many 
of the things which with us would be 
done by the trade associations them- 
selves. There is temptation as well as 
strength in the possession of large funds 
with which to hire expert talent. 


IV. Credit Bureaus 


While some trade associations, as 
well as chambers of commerce, have at- 
tempted credit and collection work for 
their members, most of the “‘status en- 
quiry,” as it is called, is handled by the 
trade protection societies. The move- 
ment began early in the nineteenth cen- 
tury, the Manchester Guardian Society 
of 1826 being probably the earliest. An 
association of the local secretaries, 
formed in 1848, became in 1865 the 
National Association of Trade Protec- 
tion Societies, now numbering 68, with 
a total of over 35,000 members. Clear- 
ances of credit information, however, 
are handled chiefly by the London As- 
sociation for the Protection of Trade. 
This most efficient body, which dates 
from 1842, was for the first 30 years 
confined to retailers. Its field gradually 
extended to manufacturers and whole- 
salers, both firms and associations. As 
a mutual society, the association is pro- 
tected in its credit interchange against 
that ever present British bugaboo, the 
law of libel. 

Here again the close of the war 
brought a marked _internationalizing 
of the problem. Competition with for- 
eign producers had become more acute, 
both at home and abroad. The old-time 
credit man, who from long dealing with 
established firms developed a certain in- 
stinctive credit sense, had largely given 
place to new and inexperienced manag- 
ers. Mushroom business firms were to 
be found everywhere. And almost 
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everywhere the established habits of 
trade ethics had been seriously under- 
mined. In each nation, it was more im- 
portant than ever to know with whom it 
was safe to deal abroad. The London 
association had long maintained corre- 
spondents in foreign countries. It made 
the interesting discovery that other na- 
tions had been developing their own 
central bureaus or general credit clear- 
ing systems. Affiliation of these central 
bodies was a natural step. As a result, 
credit information is rapidly becoming 
international in scope. On the morning 
of my first visit, for example, the secre- 
tary had just received a cable from New 
York, asking about a woman who 
claimed to be a niece of the Duke of 
Richmond. Was she good for a credit 
of £50? He was able to reply at once 
that there is no Duke of Richmond at 
present in existence. The affliated 
agency in the United States is the Retail 
Credit Men’s National Association. 
Our merchants are now able to draw on 
the information which the London office 
has accumulated as to the credit stand- 
ing of some 7,000,000 persons or firms 
in the British Isles. 


V. Arbitration 


The use of commercial arbitration be- 
gan with the organizations of brokers. 
The London Corn Trade Association, 
which is rather typical, was formed 50 
years ago to regulate grain trading by 
the adoption of uniform contracts and 
the arbitration of differences. There 
are now some 45 different contract 
forms for various countries. Member- 
ship is international, about half being 
outside of Great Britain, including all 
important foreign firms, with the pres- 
ent exception of Germany. Practically 
all the grain trading of the world is 
done under these rules. In case of a 
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dispute, usually over the question oj 
whether the established grade called fo; 
by the contract has been delivered, each 
side appoints an arbitrator. This means 
a British grain merchant of long expe- 
rience, since all arbitrations are held in 
London. On any business day one can 
see a number of such pairs of experts 
mulling over samples. If they cannot 
agree, which happens in about 40% of 
the cases, they appoint an umpire. Ap. 
peal is possible to the committee on 
claims, and from them to legal review. 
Only about 2% of the cases go to the 
courts. The costs in each case are paid 
by the loser. 

The United Tanners’ Federation, a 
war baby but a very sturdy one, was in- 
strumental in assembling an_interna- 
tional conference of this trade in July, 
1926. Later in the year, the organiza- 
tion was made permanent in the form 
of an International Council of Tanners. 
The most important result has been the 
Universal Hide Contract, which is now 
in operation between shippers in all im- 
portant countries. It contains provi- 
sions for arbitration. 

From the brokerage and importing 
groups, arbitration has been extending 
steadily into other forms of industry. 
The trade associations have encouraged 
uniform arbitration clauses in the con- 
tracts of their members. But instead of 
setting up their own machinery, the dis- 
pute is usually referred to one of the 
arbitration courts established by the 
larger chambers of commerce. The 
most important of these courts is the 
one maintained jointly by the London 
Chamber and the City Corporation. 
The London Chamber, which repre- 
sents directly or indirectly over 150 
trade associations, has taken a leading 
part in the promotion of arbitration be- 
tween merchants in different countries. 
The chief practical difficulty seems to 
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be a moral skepticism. Continental 
business men, in general, do not trust 
the impartiality of a foreign tribunal. 
Other factors may enter, but it is prob- 
ably fair to take this as reflecting the 
relatively lower level of commercial 
honor in foreign countries. For a cen- 
tury or more, the British’ trader has 
maintained a remarkably strong tradi- 
tion of honesty and fair play. The ori- 
gin of this tradition is one of the un- 
settled questions of economic history. 


VI. Cost Accounting 


Costing, as they term cost accounting 
in England, has been spreading among 
various associations. I found it estab- 
lished in industries as wide apart as 
paint and cold-rolled brass. The out- 
standing example is the Federation of 
Master Printers. In 1911, certain lead- 
ing printers, who had studied the work 
done along this line by the United Ty- 
pothetae in the United States, arranged 
what might be called an evangelistic 
convention to spread the idea. Some- 
thing more than enthusiasm proved to 
be necessary. The federation, which 
had been organized ten years before on 
labor lines, worked out a costing plan 
adapted to British needs, and added a 
staff of experts to teach and install it. 
The system is now taught in various 
schools, so that a constant supply of 
trained cost accountants is available. 
This educational campaign has un- 
doubtedly done a great deal to put 
printing and allied trades on a sound 
business basis and to improve competi- 
tive relations. There is still a good 
deal of price cutting. Some of it is de- 
liberate, due to the effort of certain 
large firms to build up volume. Some 
is due to ignorance; the small printer, 
whose ranks are constantly recruited 
from the journeyman, is still likely to 
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base his prices on experience rather than 
accurate costing. Many printers, par- 
ticularly the older men, cling to the ear- 
lier secretiveness. Witness the mild as- 
tonishment which spread over one of 
the London group meetings, two years 
ago, when a member announced that he 
was going to describe frankly his own 
methods and ask for criticism and sug- 
gestion. But on the whole, the new idea 
of open dealing has been accepted. 

The Federation of Master Printers 
has also been active in the movement 
for standardizing paper purchases, and 
in this it has been joined by the whole- 
sale stationers. Up to 1925, paper was 
sold by the ream, which might run any- 
where from 472 to 516 sheets, accord- 
ing to the class of paper. The printer 
wasted a good deal of time in estimating 
and counting the number of sheets re- 
quired for a given job. Purchases are 
now to be made, or at least are recom- 
mended, on the basis of 1,000 sheets, 
and packed in thousands, reams of 500, 
or packages of 250. The initiative in 
this movement came from the Station- 
ery Office, which is the largest user of 
book paper and requires the new stand- 
ard in the tenders which it receives. 


VII. Statistical Work 


The British trade associations have 
been backward in statistical work, as 
compared with those in the United 
States. Many of the leaders are con- 
vinced that the reporting and distribu- 
tion of production figures would be the 
most effective way of stabilizing the 
market. But the British manufacturer is 
extremely reluctant to disclose the facts 
regarding his business. Probably the 
best work is being done by the Boot 
Manufacturers’ Federation, which has 
issued monthly reports for the past 
three years. About 75% of the 500 
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factories are participating. This rec- 
ord is the more remarkable, as the av- 
erage member has worked up from the 
ranks. Other outstanding examples of 
statistical work are the National Feder- 
ation of Iron and Steel Manufacturers 
and the United Tanners’ Federation; 
in both of these the directors are 
trained economists. 


VIII. Resale Price Maintenance 


English law permits the maintenance 
of resale prices by means of a boycott. 
The most successful attempt is the Pro- 
prietary Articles Trade Association, or- 
ganized 30 years ago to combat price 
cutting in the retail drug trade. It now 
includes between four and five hundred 
manufacturers, as well as all the im- 
portant wholesale distributors. Over 
5,000 proprietary articles are con- 
trolled. The council of the association, 
on which retailers are also represented, 
sees to it that the prices submitted by 
the manufacturer are adequate to insure 
a safe profit to both the wholesale and 
retail trades. The articles are then 
placed on the “protected list,” which is 
sent to all chemists (retail druggists) in 
the United Kingdom. Any trader who 
persists in cutting prices is placed on 
the “‘stop list.” The manufacturers and 
wholesalers are pledged not to supply 
him with goods. The result is that the 
minimum retail prices are maintained in 
this field on practically all nationally 
advertised articles. 

A Grocery Proprietary Articles As- 
sociation, on the same lines, has been in 
operation for four years. Its success 
appears to be doubtful. The chief rea- 
son it cannot be made to work is that it 
would cut off the food manufacturers 
from the cooperative stores, with nearly 
five million members, which are one of 
their best outlets. In fact, the manu- 


facturers may derive positive advantage 
from price cutting. For example, the 
confectionery trade in the West End of 
London was formerly controlled by the 
manufacturing retailers. The wholesale 
manufacturers could not break into this 
market. Now, however, an opening has 
been made by various price cutting 
stores. The margin allowed the re. 
tailer, sometimes as high as 50%, is 
large enough to permit price reduction 
where there is a rapid turnover, though 
for that matter the same is true of the 
chemist who is so carefully. protected. 
Another method of accomplishing the 
same result is that of the Electric Lamp 
Manufacturers Association. This small 
but extremely efficient group is interest- 
ing in a number of ways. It is popularly 
known as the Elma, as distinguished 
trom the larger body, the Bema (Brit- 
ish Electrical Manufacturers’ Associa- 
tion), with which it is affiliated. Both 
are postwar developments. The Elma 
has a monopoly of the electric lamp in- 
dustry in Great Britain, and formal or 
informal agreements with the large 
manufacturers in Germany, Holland, 
and the United States. This means the 
exchange of patents, old and new, and 
respect for the prices and territory of 
foreign lamp makers within the circle. 
They are quite open about their monop- 
oly of the market. As the policy has 
been to reduce prices in order to sell 
more lamps, there appears to have been 
no public protest. The members not 
only exchange patents but experience, 
and are free to visit one another's 
plants, something which is still rather 
unusual in England. Prices are set by 
agreement among the manufacturers. 
The association then becomes a party to 
the maintenance of these prices. Whole- 
salers and retailers who sign a resale 
agreement are given a preferential dis 
count, which varies from 22% to 
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334% according to quantity. Viola- 
tion of the agreement does not cut the 
dealer off from the right to purchase, 
but merely from the benefit of the dif- 
ferential. He may handle lamps from 
any members of the association, or from 
abroad if they are obtainable. Anyone 
is free to buy lamps for resale, but be- 
cause of the differential about half of 
the dealers in Great Britain have signed 
the agreement. 

The Federation of Timber Mer- 
chants, troubled with the problem of di- 
rect importations by retailers or large 
consumers, has concluded an agreement 
with the Swedish and Finnish producers’ 
associations. Lumber will be bought 
only from members of these groups. 
They in turn agree to ship only to regu- 
larly listed “importers” in Great Brit- 
ain. These need not necessarily be mem- 
bers of the federation, but the latter 
makes up the eligibility list. 


IX. Price Agreement 


There is said to be less agreement on 
prices in British trade associations than 
at any time in recent history. This may 
be due in part to slack business condi- 
tions, which make it harder to hold 
members to an agreement of this sort. 
There is certainly less of it than we have 
been led to suppose. Two different men, 
with wide viewpoints, made the state- 
ment (probably exaggerated) that 
there is more price fixing in America, 
where it is illegal, than in Great Britain, 
where the manufacturer for all practical 
purposes has a free hand. Except for 
a vague and long unused rule of the 
common law against agreements in re- 
straint of trade, there is no way of stop- 
ping such practices. Price wars have 
come to be regarded as expensive both 
for the public and for the participants. 
But formal agreements and the pooling 
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of the market are usually attempted 
only by associations with a small mem- 
bership. These, however, may repre- 
sent large firms which dominate the in- 
dustry, as in the case of electric cables 
and cast-iron pipe. In almost every in- 
stance there are important firms outside 
the pool. 

Men in the price associations talked 
freely when they understood that their 
disclosures would be considered confi- 
dential. This secrecy is not due to a 
troubled conscience, but to fear that the 
information would be a weapon in the 
hands of their customers. The psychol- 
ogy of the situation is interesting. In 
times of cutthroat competition among 
manufacturers, the wholesalers ask why 
they do not get together to stabilize the 
industry. When they do get together, 
the wholesalers complain of the “ring” 
and do their best to break it up, since 
they are no longer able to play one 
manufacturer against another. To il- 
lustrate the need of privacy, an Ameri- 
can importation, the Abbey Club, flour- 
ished in the printing trades for ten years 
prior to the War. This was an attempt 
at price fixing, by which the first mem- 
ber filing a tender with the secretary re- 
ceived the preference, the other mem- 
bers bidding higher. The scheme broke 
down because it could not be kept secret. 
A customer would ask a printer whether 
he were in the Abbey Club, and he either 
had to lie or lose the order. 

In many cases, particularly in the spe- 
cialized metal trades, the price agree- 
ment appears to be working smoothly, 
and has undoubtedly saved the industry 
from the demoralizing price cutting 
which preceded it. The insider is gen- 
erally well satisfied with the plan. The 
chief criticism of the unbiased outsider 
is that it tends to put a premium on in- 
efficient management. The price must 
be set high enough to enable the least 










efficient member to make a profit. When 
slack times come, the stronger firms, 
which are in a position to reduce prices, 
are handicapped by the agreement. 
These observers point out that the same 
result could be secured by uniform cost- 
ing, the sharing of production and price 
‘ata without any attempt at formal 
agreement, and aggressive research 
work by the association to improve 
products and methods. 

The price associations which have 
survived are those which have taken 
into account four types of potential 
competition: from foreign producers 
under a free trade system, from the use 
of substitute products, from manufac- 
turers who develop their own subordi- 
nate plants, and from new domestic 
firms entering the field. The wrecks 
which strew the shore are of those 
which failed to take these factors into 
account and set prices too high. While 
I was in England, one of the most am- 
bitious schemes, that of the Light Cast- 
ings Association, broke down. Compe- 
tition of foreign products had come to 
be so keen that it proved impossible to 
keep up the home price. 

In the Federation of Master Process 
Engravers, prices are set, like wages, by 
a joint council of masters and men. The 
penalty for breaking the price schedule 
would be that the firm’s employees 
would walk out. The members are 
making a profit, which was not true in 
the period of indiscriminate price cut- 
ting which lasted until 1917. But as 
they have a practical monopoly of the 
market, one wonders whether the con- 
sumer is adequately protected. 


X. Research, and “Mobility” 


Since 1918, 28 cooperative research 
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organizations have formed, as adjuncts 
to various trade associations. This was 
largely in response to the government's 
offer of a pound for pound subsidy dur. 
ing a five-year period. The total 
amount subscribed by member firms has 
run about $500,000 a year. The largest 
annual budget, that of the Cotton Ip. 
dustry Research Association, is $22;,. 
000, including the subsidy. This is de. 
voted to fundamental rather than im. 
mediately practical investigation. About 
60% of the trade are subscribing. The 
average industry is not likely to exercise 
as much patience and faith as this in 
waiting for results, especially in a period 
of reduced income. In general, the five. 
year period is proving too short to es- 
tablish the value of cooperative research 
work, and the grants are being extended 
at a diminishing rate. 

To hold or regain his historic posi- 
tion in industry, the British manufac- 
turer must be in a position to sell better 
goods than his foreign competitors at a 
reasonable price, or the same grade of 
goods at a lower price. This cannot be 
accomplished either by veiled protec- 
tion, or by Empire preference, on which 
the present government has, with some 
difficulty, spent a million pounds of the 
taxpayers’ money for advertising. As 
the Balfour Committee on Industry and 
Trade points out, in the latest volume 
of their voluminous report, the future 
depends on the development of ‘‘mo- 
bility,” the power of adjustment to new 
conditions of world competition. The 
history of the trade association move- 
ment during the past decade suggests 
the extent to which the British business 
man is capable of change. He is mov- 
ing in the direction of associated effort 
and increased efficiency. In many cases 
he is moving rather rapidly. 
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THE FORD STORES— 
A NEW DEPARTURE IN RETAILING 


By JOSEPH E. SHAFER 


I 


importance that the Ford com- 

missaries have attained in metro- 
politan Detroit in the retailing of gro- 
ceries, meats, drugs, and staple items of 
shoes and clothing. The first is the rapid 
growth and immense size of the stores 
themselves. Beginning on a very small 
scale in one corner of the Highland 
Park plant, where sugar, potatoes, and 
apples were sold to employees during 
the inflated price period of 1919, the 
commissaries have grown to their pres- 
ent size and in 1926 did a business of 
about $12,000,000 with a net profit of 
approximately $400,000. The original 
store has, of course, been greatly ex- 
panded. And in addition, a second store 
was opened in the Fordson plant on 
August 26, 1926, while yet a third store 
was established in the Lincoln plant 
about the first of 1927. Because of the 
dates of their opening, neither of these 
latter two stores figured markedly in the 
$12,000,000 of sales of 1926. 

The importance that these commis- 
saries have attained is shown, secondly, 
by the opposition that grew up against 
them. As they became more and more 
a factor in competition, the small inde- 
pendent retailers of groceries, meats, 
drugs, shoes, and dry goods actually 
banded together to protest. Most ef- 
fectively these retailers boycotted the 
use of other Ford products, both for 


T inp things serve to show the 


‘Taken from a letter by Mr. E. G. Liebold to Mr. 


L. F. Padburg as quoted in the Detroit News of 
April 5, 1927. 





themselves and for those from whom 
they bought their supplies. Their pro- 
tests and their boycotts probably were 
influencing factors in causing the Ford 
Motor Company again to exclude the 
general buying public after April 18, 
1927. 

And the unusualness of the growth of 
these commissaries is attested by the 
fact that they have grown entirely from 
consumers’ demand. No means were 
ever used to draw the public. No ex- 
penditures have been allocated to adver- 
tising, sales, “loss leaders,” or their 
like. Buyers came out of their own de- 
sire to purchase goods of first quality at 
comparative savings. In fact, the gen- 
eral public forced the doors of the stores 
open to their use by the widespread 
practice of borrowing store passes from 
employees. The admission of the gen- 
eral public without qualifications was 
largely formal recognition of existing 
facts. And, finally, it was the over- 
crowding of the stores—in spite of their 
increase in number and size — that 
proved to be a second reason for the 
Ford Motor Company again to exclude 
the buying public. 

It is the purpose of this paper to 
analyze the business practices involved 
in the operation of the Ford stores. 


II 


As a basis, the Ford stores create and 
are founded upon a novel principle 
in the field of retailing. For many 
years groceries, meats, drugs, and to 
a lesser degree staple shoes and dry 
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goods, have been thought of as “con- 
venience” goods. As the theory runs, 
such goods are considered to be stand- 
ardized, familiar, and of easily recog- 
nized qualities. Moreover, they are usu- 
ally purchased in small quantities. And 
widespread competition prevents any 
marked variation in price. Also, such 
goods usually are desired for the satis- 
faction of immediate wants that will not 
admit of delay. Therefore it has been 
concluded that stores retailing such com- 
modities must be located convenient to 
the point of consumption. Convenience 
in purchase is held to be primary. For 
the sale of such goods it is thought that 
the stores must be brought to the buyers 
in the residential districts. 

Yet the Ford stores operate upon a 
principle exactly opposite to this. In- 
stead of taking the stores to the buyers, 
they, through the attraction of 25% 
to 30% savings, depend upon attract- 
ing customers, in spite of their loca- 
tions. They depend upon selling in quan- 
tities rather than one item at a time. 
The average purchase by each customer 
during recent months has been $2.78. 
And the success of the stores proves that 
the housewife can be led to plan far 
ahead. In the light of this new expe- 
rience it appears that buyers can be 
drawn long distances to the store, even 
to purchase convenience goods, when 
the attractions of high quality at low 
price are sufficiently great. And the 
economies in the operation of the stores 
made possible by this new freedom of 
location are in turn sufficiently great to 
make the prices attractive. 


II 


It remains now to analyze the econ- 
omies which enable the Ford stores to 
give greater values — to increase the 
workers’ real wages. 
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Acting upon this novel principle of 
drawing the buyers to the stores, rather 
than taking the stores to the buyers, the 
Ford commissaries have incorporated 
many of the best features of other re. 
tail systems. There are resemblances 
in them to the chain store, the depart. 
ment store, the mail order house, and 
the five-and-ten-cent store systems. Yet’ 
the Ford stores omit certain features of 
these systems and add still other econ. 
omies. The retail system evolved seems 
to excel any other in its economy. 

In economical retailing, one’s first 
thought is probably that of purchasing. 
The chain stores have made purchasing 
power an outstanding consideration. 
Here, too, the Ford stores obtain an ad- 
vantage over the small retail merchant. 
With sales of $12,000,000 in 1926 for 
the three commissaries in Detroit, they 
have a very large purchasing power. In 
many cases, about 30% of the total, the 
stores buy directly from the producers. 
The percentages vary, of course, for the 
different types of commodities bought. 
Some 40% of the groceries, 50% of the 
drugs, 10% of the dry goods, all the 
shoes, and all the meat are so pur- 
chased. However, shoes and meats are 
customarily sold to all dealers in this 
manner. The remaining percentages of 
the various classes of commodities pass 
through the same hands as in going to 
the independent merchants. But even 
here the Ford stores command an ad- 
vantage because of steady quantity pur- 
chases and because of bulk discounts. 
The Ford stores enjoy a real advantage 
over the average small merchant in 
purchasing. Yet their economies in this 
respect scarcely compare with those o! 
the chain stores. Actually, the total of 
$12,000,000 of gross sales in 1926 
divides itself among 51% of groceries 
and drugs, 31% of meats, and 18% o! 
shoes and dry goods. The total volume 
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of purchases of groceries is small when 
compared to the aggregate purchases 
of some of the chain store systems. 
These latter buy almost all their mer- 
chandise directly from the producers. 
Economies in purchasing power are sec- 
ondary for the Ford stores; it is rather 
in the economies in their operation that 
the greatest advantages are realized. 

The most important of these inter- 
nal gains is doubtless that of the use of 
land and buildings. As mentioned here- 
tofore, the stores have liberated them- 
selves from the necessity of locating 
where the patrons have easy access; in- 
stead, they work on the principle of 
drawing the buyers to the stores. This 
has enabled them to be located on sites 
much less valuable than is usual for such 
stores. It has further enabled them to 
occupy buildings of less attractiveness 
and greater utility. Thus they are able 
to realize a considerable saving in both 
land values and the value of buildings 
used. As the accounting is done, each 
of the Ford stores pays a rent figured as 
a proportion of the floor space of the 
Ford plants as a whole. They appear 
to be fair and reasonable rentals for the 
locations and buildings used. Yet only 
35 of 1% of the gross sales of the 
Highland Park store were absorbed by 
the item of rent during the last six 
months of 1926. Nor was the rent even 
as large as that on sales in some depart- 
ments of that store. In groceries and 
drugs, a bit less than .28 of 1% of the 
sales went into the payment of rent; in 
meats, something less than .24 of 1%, 
while for shoes and dry goods the rental 
cost rose to a little less than .78 of 1% 
of the gross sales. To be sure, some of 
this economy in rent grows out of the 
amount of business done and the high 
rate of turn of the stock. Yet much of 
it accrues from the savings in the rentals 
of land and buildings used. 
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No other retail system, with the ex- 
ception of the mail order house, is able 
to make a gain comparable to this. In 
all cities some locations are termed 
“wholesale” or “warehouse” while 
other sites are good “retail locations.” 
Invariably the retail site is more valu- 
able and rents at a higher figure. And 
even the chain stores find it necessary to 
utilize those more valuable retail loca- 
tions in establishing their systems. In 
contrast to the others, the Ford stores 
utilize land and buildings of the ware- 
house and wholesale type and value. In 
this, as in many other respects, these 
new stores appear as large wholesalers 
who are breaking the quantity packages 
and are selling directly to the con- 
sumers. 

A second gain, growing partly out of 
their new freedom in locating and partly 
from their concentrated or mass retail- 
ing, is the possibility of combining ware- 
house with retailing establishment. Each 
of the Ford stores is forced to do this 
by the very fact of its tremendous vol- 
ume of business. Much cartage and 
handling, usual for ordinary stores, can 
be eliminated. The warehouse and the 
retail store become one and the same. 
Here, again, the Ford stores remind one 
of wholesale rather than of retail firms. 
At least, they combine the wholesale 
and the retail establishment, eliminate 
some of the waste motion in the dual 
system, and effect great economy 
thereby. 

Not even the chain store systems 
realize any such economy as this. They, 
too, are confronted with the necessity 
of maintaining their own warehouses 
and of distributing their commodities to 
their own stores over the city. In this 
respect the Ford stores are comparable 
only to the mail order house. 

A third major means of marked econ- 
omy is that of the elimination of special 
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services and accommodations. There 
are no charge accounts, and there is no 
delivery service. If one can here buy 
high-grade wares at from 25% to 30% 
saving, he can well afford to pay cash 
and carry his own purchases. The auto- 
mobile has made the conveying of one’s 
own purchases more readily possible. As 
for the elimination of charge accounts, 
the economy made possible is passed on 
to the buyers in the form of lower 
prices. With a schedule of prices 25% 
to 30% lower, a buyer could soon save 
a fund as large as the corner grocer and 
neighborhood butcher would be willing 
to charge to his credit. 

Yet the Ford stores do not gain over 
the chain store, the mail order houses, 
and the five-and-ten-cent stores in the 
elimination of such services and accom- 
modations. They, too, operate custom- 
arily upon these same principles. 

A fourth account in which the Ford 
commissaries effect an economy is that 
of labor costs. This economy does not 
flow from a lower wage rate. Rather it 
results from a much greater division of 
labor than is ordinarily encountered. 
Those working as clerks work continu- 
ously as clerks and do nothing else. Be- 
hind the shelves and in a portion of 
the warehouse, others are busy continu- 
ously at weighing into standard pack- 
ages prunes, potatoes, raisins, beans, 
brown sugar, soap chips, and so forth. 
In the meat market, the butchers wait- 
ing upon the public seldom need to take 
more than one stroke of the knife or 
cleaver to obtain the required amount 
of a piece of meat. All butchering, even 
to the cutting of steaks and chops, is 
done by others at work in the coolers 
just behind the clerks’ aisle ways. 

Nor are the clerks the stock suppliers. 
Two or three butchers are continuously 
occupied in replenishing the meat sup- 
ply in the refrigerator counters. Two 
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men are busy behind the grocery coun. 
ters pushing the remaining stock for. 
ward and filling new stock in at the rear 
Nothing can grow dusty or stale. 

There are several cashiers’ cages |o. 
cated near the exit doors. There the 
store ‘“‘ticket” of the individual buyer 
is finally totaled and the bill paid. The 
receipted ticket when presented to the 
doorman acts in the end as the pur- 
chaser’s pass out of the store. Thus the 
receiving of payment is greatly econ. 
omized both in the labor of employees 
and in the time consumed in making 
change. 

The job of the clerk is exclusively that 
of handing out whatever articles are 
called for by the buyer, and at the same 
time marking the amount of each item 
purchased upon the ticket of the buyer. 
Identical items occur on the shelves at 
intervals of fifteen feet or thereabouts; 
more staple articles occur oftener. The 
clerk has merely to reach a few feet to 
one side or the other to procure a stand- 
ard package of any commodity. As soon 
as he has recorded the correct amount 
on the customer’s ticket, his part of the 
transaction is done. He is ready to 
serve the next buyer. In addition, the 
grocery counter is divided into four sec- 
tions—cheese; fresh bakery goods; fresh 
fruits, vegetables, and flour; and other 
staple groceries. One purchases such 
items at the correct section. Thus the 
labor of the clerks is further specialized. 
Nor must the clerk be a salesman. A 
man with special abilities is not needed. 
The clerk’s duty is to serve out the items 
ordered rather than to sell. 

These commissaries also gain by the 
use of unusual labor-saving devices. 
For example, there is an automatic con- 
veyor which transports all grocery items 
from the warehouse on the third floor 
to the grocery department on the first. 
All papers, boxes, cartons, and so forth, 
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are accumulated at one point and baled 
or otherwise disposed of. Again, a suc- 
tion fan removes the orange wrappers. 
In the meat shop, two saws—one a buzz 
and the other a band saw, each run by 
4 motor—cut almost all of the meat at 
high speed. The same department is 
equipped with a monorail track over- 
head, which enables all meat to be thus 
handled until finally placed in sanitary 
pans in the meat counter. 

The Ford stores also save in labor 
costs by reducing administration te the 
minimum. In these new stores, doing 
the business of a great number of inde- 
pendent chain stores, only a compara- 
tively small amount of supervision is 
necessary. This is the direct result of 
concentration. 

But going further, the stores have no 
special sales. Therefore, there is no 
necessity of carrying or hiring extra 
workers to prepare for such sales or to 
accommodate the rush. Nor are there 
employees to handle deliveries or charge 
accounts. 

Labor costs furnish an interesting 
basis for accurate comparisons and con- 
trasts. In comparison with other stores 
and store systems, it seems unnecessary 
to make any qualifications for the Ford 
stores. However, because of the inclu- 
siveness of the items in their accounts, 
a combination of the direct and indirect 
expenses for wages and salaries must 
necessarily be used. For the Highland 
Park store alone during the last six 
months of 1926, this composite of ex- 
penses for supervision, purchasing, dis- 
bursement, watchmen, and other admin- 
stration, as well as the direct wages 
of clerks, suppliers, cashiers, sweepers, 
doormen, and so forth, amounted to 
only 6.24% of the gross sales. This, of 


_—_— 


* Copeland, Principles of Merchandising (Chi- 


cago, A. W. Shaw Company, 1925), pp. 36, 40, 108. 





course, varied for the different depart- 
ments. For groceries and drugs, the 
cost of all wages and salaries amounted 
to only 5.28% of the total sales. For 
meat this rose to 6.62%. In the shoe 
and dry goods departments such expense 
absorbed only 6.26% of each sale. In 
contrast to this, Professor Copeland 
states that the average expense for 
wages of the sales force and for the sal- 
aries of those in charge of buying, man- 
agement, and offices amounted from 
9.1% to 9.7% of the net sales in 443 
retail groceries in 1922. In this com- 
parison, the wages of the delivery force 
have been omitted. With that item in- 
cluded, the average for wages and sal- 
aries ranges from 10.8% to 12.3% of 
the sales. Salaries and wages, exclusive 
of delivery expenses, consumed 15.6% 
of the gross revenue of 187 retail drug 
stores in 1919. In 1922, 421 retail shoe 
stores reporting to the Bureau of Busi- 
ness Research of Harvard University 
showed an average of from 14.4% to 
15.7% of the sales paid out for direct 
and indirect labor costs.2, Not even do 
the chain stores have the possibility of 
such economies as do the Ford stores. 

A fifth economy realized by these new 
stores lies in the elimination of direct 
advertising costs. These new mercan- 
tile ventures have grown without use of 
paid publicity. No attempt is made to 
draw the public into the stores through 
newspaper advertising, window displays, 
handbills, special sales, or “loss lead- 
ers.”’ The only thing which could pos- 
sibly be considered as advertising is the 
use of a few display counters. Yet even 
this is seldom pure advertising. In the 
grocery, meat, and drug departments 
the counters are, rather, storage bins 
and writing counters upon which to 
transact business. Only in the dry 
goods and shoe departments are they 
really display counters. For practical 
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purposes this is relatively unimportant. 

The Ford stores do enjoy some pub- 
licity, however. The manager of these 
commissaries holds that their advertis- 
ing has come entirely from the enthu- 
siastic recommendations of satisfied buy- 
ers. The appeal is solely that of first 
quality products at attractively low 
prices. Customers know that they usu- 
ally can save on their purchases. And 
they wholeheartedly indorse the store 
to their friends. Advertising, there- 
fore, is had entirely through enthusiastic 
customers, yet it costs nothing. 

These new stores accomplish a sixth 
saving by reducing their risks to a mini- 
mum and thereby eliminating many of 
the losses that ordinarily occur in retail- 
ing. The stores deal only in staple 
articles. Neither those articles termed 
“fancy” because of special packing or 
the like, nor those of cheap quality as 
well as price are handled. By great 
odds, the major demand has been found 
to be for commodities of high quality 
yet of ordinary preparation. The Ford 
stores deal only in those articles enjoy- 
ing almost universal demand—where 
the greatest values are likely to lie for 
the consumers. This same thing ap- 
plies to the fresh fruits and vegetables 
handled—those items rarely called for, 
those that are “fancy”’ or those that are 
too cheap, are not handled. Their shoes 
and dry goods, although very attractive 
and of many styles and varieties, can 
scarcely be said to cater to changing 
fashions. Retailing of the “cheap,” 
the “fancy,” the “fashionable,” and the 
“‘nick-nack”’ articles is left to others. 

Again, the risks of the stores are re- 
duced because of the new principle upon 
which they operate. Ordinarily, the 
grocer, the butcher, or the druggist is 
dependent upon the neighborhood he 
serves. But the Ford commissaries 
draw the buyers to them rather than 


taking the stores to the buyers, People 
drive many miles to purchase their sup- 
plies for the next two or three days or 
week. As a result, these stores are no 
longer dependent upon a small neigh. 
borhood or community. One section of 
the city may wither and die—it makes 
small difference under this new system, 
since the Ford stores would scarcely no. 
tice any decrease in trade. 

Nor are there many adjustments to 
be made on returned goods. All articles 
are purchased by the customers on in. 
spection. ‘They are staple. And the 
lack of aggressive salesmanship reduces 
the possibility of unwanted goods being 
forced on the customer. Therefore, 
there is only the smallest possible chance 
that any commodity will be returned. 
The costs and losses through adjust. 
ments are largely eliminated. 

Yet a seventh economy is realized by 
these huge stores in the capital invested. 
Or, it might better be said, the capital 
requirements are reduced to a minimum. 
Many of the points having a bearing 
here have been mentioned previously. 
It has been noted that the investment 
in land and buildings is less than that 
usually necessary for any retail estab- 
lishment with the exception of the mail 
order house. It has been shown that 
there is no investment worth mention in 
display equipment. And as there are no 
charge accounts, there is no capital in- 
vestment in equipment for that purpose. 

But beyond these economies, the 
Ford stores also realize a positive gain 
by the fact that a comparatively small 
reserve stock is requited. And the re- 
serve carried is much more pliable. Un- 
like independent stores, and unlike the 
chain stores as well, the reserve stock 
need not be carried by each small in 
dividual store. Instead, one compara 
tively small reserve can be shifted about 
within these large stores to keep all 
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spots on the shelves well supplied. The 
reserve is concentrated rather than 
spread at various points over the city. 
One spot on the shelves may run low, 
yet the clerk needs only to walk a few 
more steps to find another shelf of the 
same article. Such is not the case in 
other retail systems. Even the individ- 
ual chain stores must each guard against 
getting out of any one commodity. 
Partly growing out of this economy 
of investment, yet largely resulting from 
its policy of small margins and quick 
sales, results still an eighth means of 
economy. That gain flows from the ex- 
ceedingly high rate of turnover of the 
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stock. During the last six months of 
1926, the Highland Park store operated 
with a stock turn at the rapid rate of 
19.2 times per year. This means that 
the sales of the store in approximately 
19 days, Sundays and holidays included, 
equaled the average stock carried. It 
may be considered, therefore, that that 
store completely turned all of its mer- 
chandise in this short period of time— 
19 days. Of course the turnover dif- 
fered widely for the different depart- 
ments. During this period in the High- 
land Park store, meat ranked first in 
rate of turnover, with an average of 176 
times a year. The entire stock of meat 


OPERATING EXPENSES OF Forp CoMMISSARY 
Highland Park Store Only, July 1 to December 31, 1926 



































Sales = 100% 
Groceries Meat Shoes and Grand 
and Drugs Dry Goods Total 
Salaries and wages (including managers, super- 

visors, store clerks, cashiers, doormen, and 

proportion of accounting, purchasing, and dis- 

bursement departments)..................4-- 5.56% 6.61% 6.06% 5.98% 
Laundicy”...... i. 00s +ssuethad bed meneenennel .08 -19 none .10 
Refrigevation......5..kes'ch baer tenn ey ulen .02 .05 none -03 
Stee SNP... .. soca dawedn y baeeden ses sae keen 22 -55 -05 -29 
Shake GEMS... . «..hy.ccue'ee aha een aeernen 16 27 14 -16 

Total direct selling (including office, buying, 

management salaries and wages) ............ 6.05 7.58 6.26 6.56 
Administrative expenses—extra—portion of entire 

plant. Teeter eee .10 -07 -19 +10 
Depreciation of office equipment................ .OOI .0O1 003 -002— 
Factory general—employment, watchmen, super- 

WARRENG. « «52 noah ca bkk oteeaeeenlee -O4 03 07 -O4 
Telephone eben eer ter .O5— .02 .O7 04 
Extra purchasing and disbursement.............. 12— .12— 09 .12 

Total buying, office, management (excluding all 

Wages GE MUNN «50x os. cde 30 .24 41 .30 
Tennepestotions,.....occtt Secu cee 15 none .22 -12 
Rent (including depreciation on equipment, heat, 

light, ventilation, insurance on equipment and 

merchandise, taxes on equipment cod merchan- 

Ginn)... eausgabmeaenue cn README tos ae .28 .24 78 -35 
Maintenance of equipment...................-- 04 .03 -09 05 

Total fixed charges and upkee i 8 

rep (last two items).} —-32_ .27 , ee Be Se 
TOTAL ERDUM bic ou shdeie tir eck nous scans 6.83 8.08 7.78 7.38 





‘ - oe 
Item since eliminated. 











TThe Highland Park store does not realize its fullest possible economy in this item. 
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may be said to have been sold out com- 
pletely on the average of every two 
days. Next in rank were groceries and 
drugs, with the high rate of 28 times a 
year. The sale of groceries and drugs 
in 13 days equaled the stock carried in 
those lines. Shoes and dry goods showed 
the lowest rate, with an average annual 
stock turn of 5.4 times—once every 67 
days. 

Finally, the summary of operating 
expenses (page 319) indicates the gains 
made by this new sytem of retailing. 
Here, as in all previous analyses of ex- 
penses, statistics pertaining to the High- 
land Park store only for the six months 
of July 1 to December 31, 1926, are 
used. This period of time seems to 
serve the purposes of comparison best. 
That was the only full accounting pe- 
riod during which the Ford stores were 
open to the general public. And figures 
for the Highland Park store only are 
valuable, for neither of the other two 
stores was in operation until some time 
after the beginning of the fiscal period 
mentioned. The operating expenses in 
the accompanying table are given as per- 
centages of the volume of sales. 

This table indicates the results of the 
tremendous economies realized by the 
new stores. Of course certain qualifica- 
tions enter. Various items probably 
would be somewhat increased were the 
stores operated independently. Yet there 
are others, such as ‘‘administrative ex- 
penses”’ and “factory general,” that con- 
ceivably could be decreased or elimi- 
nated in that case. The major items 
are quite accurate. It must be remem- 
bered that the stores are doing an ex- 
ceedingly large business for their size at 
an almost unbelievable rate of stock 
turn. 





5 Copeland, of. cit., pp. 36, 40, 52, 54, 56, and 
108. 


* Ibid. 





For whatever value may lie in such 
comparisons, the following is drawn 
from Professor Copeland’s Principles 
of Merchandising. In 1922, 443 retail 
groceries operated at average expenses 
of 17.4% to 19.9% of their net sales. 
Drugs were sold at an average expense 
of 27.6% of the sales by 187 stores jn 
1919. And the expenses of retailing 
shoes consumed on the average of 27%, 
to 31.2% of the selling price in 421 
shoe stores in 1922.8 Nor should the 
comparisons be ended here. In many 
respects, the Ford stores are eliminating 
the wholesalers. And even though they 
may not eliminate the wholesalers’ func. 
tions, they have shown that the expenses 
for such functions may be greatly re. 
duced. In fact, the Ford commissaries 
actually operate upon a smaller margin 
than does the average wholesaler. In 
1922, the operating costs of 442 whole- 
sale grocery firms absorbed an average 
of 11% to 11.5% of their gross sales. 
And 100 drug firms doing a wholesale 
business expended an average of 16.1% 
to 16.5% to pay their costs of opera- 
tion in 1922. In the southern wholesale 
dry goods business such expenses con- 
sumed 16.6% of the sales on the aver- 
age.* It is easily understood, therefore, 
that the Ford stores, where they com- 
bine the functions of the wholesaler and 
the retailer by purchasing directly from 
the producer, are able actually to sell to 
the consumers at prices below those that 
an ordinary merchant must pay to the 
wholesaler! 


IV 


Finally, the question arises as to how 
profitable has been the operation of the 
Ford stores. On first inspection, on¢ 
would be led to conclude that the in- 
vestment is approximately sales divided 
by stock turn plus some liquid capital. 
And as the net profit has been approx 
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mately 3449 of sales,® the total net 
profit, offhand, would appear to be 
34% multiplied by stock turn (19.2 
times), or about 64% on the investment. 

Yet these conclusions are grossly in- 
accurate. Two other considerations en- 
ter in and have a strong bearing—the 
terms of purchase, and the high rate of 
turn of the stock. As for the former, 
everything is purchased on 2% for cash 
on the twentieth of the month following 
billing date. Thus, all commodities are 
paid for in 20 to §1 days—or an aver- 
age of 35 days—after shipment. But 
in the Highland Park store, the stock 
has been completely turned and, for ac- 
counting purposes, sold out every 19 
days on the average. Finally, this period 
of 19 days to turn the stock, which in- 
cludes the time required for shipment, 
fails to consume all of 35 days, the 
average time of payment. The High- 
land Park commissary actually has been 
selling and receiving cash on goods, pay- 
ment for which has not yet fallen due. 
Consequently, the company has ceased 
to have an investment in merchandise. 
Actually it constantly is enjoying a bal- 
ance of creditors’ cash on hand which it 
holds and uses about 16 days until its 
bills fall due. There no longer being 
any investment, it is impossible to cal- 
culate a rate of profitableness. 





See page 313. 
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As large-scale industry has been dis- 
placing small manufacturers, so large 
merchandisers have been replacing the 
small retailers. And the experience of 
the Ford commissaries in handling con- 
venience goods probably will add im- 
petus to the movement. Of course, not 
all neighborhood stores will ever be dis- 
placed; yet these new enterprises can 
profitably replace great numbers of the 
least efficient of them, greatly to the 
gain of the social whole. Rewards un- 
doubtedly will be greatest for those who 
follow the trail, now blazed, before 
competition grows too keen in the new 
field. 

Yet it would be folly for anyone not 
well backed by a great deal of capital 
to invade the field. Many of the econ- 
omies listed above do not become opera- 
tive until the business is firmly estab- 
lished and built up to a goodly volume. 
Again, in many cases, an infant store 
founded on these practices might suffer 
severe losses in a strange community 
while the public was being educated. 
Finally, such stores must always con- 
fine their operations to cities of good- 
sized populations. Yet they are a new 
departure in the field of retailing that 
gives promise of supplementing those 
portions of the old system that will be 
retained. 








THE COPPER CARTEL 
By CARLTON P. FULLER 


is the chief important world-wide 

cartel in which the United States 
stands out as obviously predominant.* 
This exception to the general policy of 
nonparticipation is replete with interest- 
ing aspects that have had little atten- 
tion. The very existence of the agree- 
ment becomes anomalous from a strict 
interpretation of the recent horizontal 
cartel movement as a depression phe- 
nomenon; neither the United States nor 
the copper industry itself has been pass- 
ing through the valley of low profits. 
The industry in general, as indicated be- 
low, has accomplished the astounding 
feat of recovering prewar profit mar- 
gins from a prewar market price and 
postwar material and labor costs. 

But first, what is Copper Exporters, 
Incorporated? It is a combination of 
copper producers representing 90% of 
the world’s output,” formed for the sole 
(announced) purpose of cooperation in 
export marketing. The obvious reason 
for the limitation in scope is the domi- 
nance of American interests which are 
subject to antitrust laws except as the 
Webb-Pomerene Act allows in foreign 
trade. 


Ce Exporters, Incorporated, 





*It is understood that we participate in the electric 
lamp and steel rail cartels, and share understand- 
ings in aluminum, rayon, explosives, manganese, and 
probably some others. 

* Participating companies: 

Members: American Metal Company, American 
Smelting and Refining Company, Anaconda Copper 
Mining Company, Calumet and Arizona Mining 
Company, Calumet and Hecla Consolidated Copper 
Company, Copper Range Company, Inspiration Con- 
solidated Copper Company, International Minerals 
and Metals Company, Kennecott Copper Corpora- 
tion, Mother Lode Coalition Mines Company, Ne- 
vada Consolidated Copper Company, New Cornelia 





Reasons for Formation 


One primary reason for the organiza. 
tion can be traced to a deep-seated be. 
lief of the American copper producers 
that the European market has been con. 
stantly “rigged” against them. Since 
they habitually received less for copper 
sold abroad than for their American 
marketings, they set out to correct the 
situation. Great Britain stood out a 
the chief offender, as in the case of rub- 
ber, although on this occasion it was 
her buying rather than her selling policy 
that irritated. Not only in Great Brit. 
ain, but also on the Continent, there has 
existed for decades an elaborate dealer 
system for marketing nonferrous met- 
als. These dealers are shrewd buyers 
and, by stimulating competitive offer- 
ings, possibly earned the opprobrium of 
the producers. “Middleman” in this 
case, as in many others, has come to con- 
note contumely all too often. The fact 
that these dealers financed many of the 
ultimate consumers and carried part of 
the load of copper between mine and 
pot did not offset, in the minds of the 
producers, the conviction that they ma- 
nipulated the market to the detriment 





Copper Company, Nichols Copper Company, Old 
Dominion Company, Phelps Dodge Corporation, 
Quincy Mining Company, Utah Copper Company, 
and United Verde Copper Company. 

Foreign Associates: Aaron Hirsh und Sohn, 
British Metals Corporation (since withdrawn), 
Cerro de Pasco Copper Corporation, Chile Copper 
Company, Granby Consolidated Mining, Smelting 
and Power Company, Greene-Cananea Copper 
Company, Mansfeldscher Metallhandel A. G., Man- 
feld Aktiengesellschaft fiir Bergbau und Hiittenbe- 
trieb, Metallgesellschaft, Rio Tinto Company, So- 


_ ciété Générale Metallurgique de Hoboken, Société 


Générale de Mineraux, South American Products 
Company, and Union Miniére du Haut Katange. 
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of copper miners. Fluctuations on the 
London Metal Exchange confirmed 
this impression. The most important 
American buyers of copper receive cable 
quotations from London each day be- 
fore commencing their operations, and 
a decline abroad naturally diminishes 
their confidence in the market here. 
And, as in the case of all speculative 
commodity markets, there have been 
frequent opportunities to cry manipula- 
tion. 

In America, on the other hand, the 
copper producers had neither dealers 
nor exchange to contend with, except in 
a narrowly limited way. Selling direct 
to the consumer for cash, they could 
exert continuous control over the stream 
of copper from mine to fabrication. 
Copper Exporters, Incorporated, was 
designed to remodel the export market 
according to domestic specifications. 


Organization 


Machinery to carry out the intention 
could be relatively simple, inasmuch as 
United States laws precluded any con- 
trol over production. Yet the recon- 
ciling of world-wide interests in a mar- 
keting scheme is always a prolonged 
process. In January, 1926, rumors 
were current that the Anaconda inter- 
ests, aided by Katanga, had already 
gone a long way toward forming a new 
copper export association; by midsum- 
mer it was reported that the enterprise 
was ready to launch, but delay in secur- 
ing the approval of the Federal Trade 
Commission postponed actual opera- 
tions until October 15. 

_ Although full details of the combina- 
tion have, as usual, never been pub- 
lished, it is known that the combination 
maintains an office in Brussels as well as 
in New York. The Brussels office is 
supposed to be operated by an interna- 


tional committee, representing Ameri- 
can, British, German, and Belgian in- 
terests, which regularly sets a price for 
copper c.i.f., Hamburg, that has come 
to be known as the “official” price. 
While it is believed that no sales quotas 
applying to individual countries have 
been established, each member is sup- 
posed to keep within a certain percent- 
age of the total export sales and to fur- 
nish complete data on all transactions. 
It is said that buyers must give a written 
guaranty that the copper will be used in 
their own works and will under no con- 
ditions be resold. 

The unexpected decline in copper 
prices after the formation of the cartel 
was dubbed by its opponents ‘window 
dressing to lull the suspicions of the 
Federal Trade Commission,” but there 
was no doubt of one accomplishment: 
the European price was held on a rela- 
tively higher plane than the American, 
reversing the time-honored state of af- 
fairs. So thoroughgoing was this re- 
versal that a storm of criticism 2rose 
from abroad, and one of the partici- 
pants in the cartel—the British Metals 
Corporation — withdrew. This event 
was hailed by European consumers as 
the beginning of the inevitable breakup, 
while Copper Exporters minimized it as 
a slight defection of an unimportant 
dealer. The truth seems to be that it 
was a danger signal, but by no means a 
fatal blow. 

During the whole of 1926, the pro- 
ducers were apparently attempting to 
disable their principal béte noire, the 
London Metal Exchange, by absorbing 
standard copper on contracts and stead- 
ily cutting down the available ware- 
house stocks from 126,000,000 pounds 
on January 1, 1926, to 46,000,000 
pounds on August 1, 1927. Copper 
transactions on the London Exchange 
nevertheless increased from 101,000 


ll 
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tons in the first quarter of 1926 to 
116,000 tons during the first quarter of 
1927. Yet early 1927 seemed to bring 
brighter promise to the producers. The 
decline of prices was transformed into 
a sharp advance, and “outside” copper 
became more and more difficult to ob- 
tain. Although the advance was not 
long maintained, the impression spread 
abroad that the copper market was at 
last under powerful guidance. 

Such, in brief, has been the develop- 
ment of the most recent association of 
copper producers. It is well to bear in 
mind that there have been two others 
within the past two decades, not includ- 
ing the efficient Copper and Brass Re- 
search Association, to which fabricators 
also subscribe.* Before the war, the 
Copper Producers Association func- 
tioned for several years in this country 
only as a trade association for the col- 
lection and dissemination of statistics. 
Just after the war, a Copper Export As- 
sociation was incorporated under the 
Webb-Pomerene Act by most of the 
leading American producers to function 
in the export market somewhat along 
the lines of the present project, but con- 
ditions at that time differed fundamen- 
tally from those of today: the huge sur- 
plus stocks from the war period had to be 
liquidated in a prostrate Europe, while 
now stocks are pared down to the mini- 
mum and Europe is well on her way to 
recovery. The chief problem then was 
financing the load of refined copper; 
now the question is how best to get 
higher prices from the consumer with- 
out violating the law. 


Development of Copper Mining 


An understanding of the present de- 
velopment requires some appreciation of 
what has been going on in the copper 
mining industry during the past 75 


years. There has been a transition 
from the monopoly of Lake Michigan 
producers through competition between 
domestic fields to wider international 
competition, first from the side of South 
America and now from Central Africa, 
Throughout the transition, it should be 
noted, the theme of constantly reduced 
costs dominates the progressive expan. 
sion of the area of competition. 
Ancient as is the use of copper, its era 
of great expansion dates back only 2; 
years to the stepping up of production 
from the porphyry deposits in the south. 
western states. Then began a new bat. 
tle of sections which was later to extend 
to continents. Modern history in cop. 
per began about 75 years ago in the 
Lake district, where unique deposits of 
native copper still support the famous 
Calumet and Hecla Company and its 
satellites. A quarter of a century later 
the ascendancy passed to Montana, 
which held it about the same length of 
time before relinquishing it to the 
Southwest (Utah and Arizona). These 
quarter-century steps, while, of course, 
approximate,‘ make convenient memory 
pegs on which to hang the development 
of copper mining: the contemporary 
peg may be labeled South America, and 
the next one in the future will be Africa. 
The maturing of each of these 
sources of supply was heralded as a 
menace to existing regions—and it was. 
Only by strenuous efforts to control 
costs could the old-timers compete with 
the newcomers. Michigan and Mon- 
tana could compete with each other on 
fairly even terms, since both live on vein 
mines, but a new element was intro- 





8 The formation of a Copper Institute has recently 
been announced. 

4The most useful and dependable history of cop- 
per mining in the United States was contributed by 
F. E. Richter to the Quarterly Journal of Economics, 
for February, 1927, p. 236. 
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duced when the formerly worthless sur- 
face porphyry deposits became avail- 
able. The rise of the Southwest, of 
South America, and of Africa have been 
based primarily on this type of ore, and 
copper mining has become practically 
copper manufacturing, with all empha- 
sis placed on mass production and low 
unit cost. Some vein mines are still in 
the running, and some porphyries must 
be worked by underground methods, but 
copper is today dominated by the low- 
cost, steam-shovel porphyries. Capital 
is expended lavishly to obtain high out- 
put at low cost, until one shortsighted 
commentator bewails the progress that 
threw money into the Southwest, and 
just when the copper market was recov- 
ering from the resulting flood of metal, 
repeated the process in South America, 
and is now engaged in similar folly in 
Africa! 

Yet the industry is prosperous. With 
general prices up 50% and its own mar- 
ket down 10%, it is making the same 
margin of profit as before the war.® 
The metallurgist has done for copper 
what the chemist has done for other 
lines. He has made it possible to work 
at a profit ores containing 1% of copper 
that a generation ago would have been 
considered so much dirt—as, indeed, 
99% of it still is! Among numerous 
methods, the most basic in recent years 
has been selective flotation, which has 
made it possible to utilize ores not only 
low in grade but of such complexity 
that it had long been considered im- 
possible to separate the metals mixed 
therein at any profit. 

These developments in copper con- 
centration make difficult sledding for 
the higher-cost vein mines except for 
those which have been foresighted 
enough to acquire low-cost subsidiaries; 





5 
See Arthur Notman, Engineering and Mining 
Journal, January 22, 1927, p. 122. 
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their total cessation of operations would 
not cause more than a temporary short- 
age in supplies. And the condition 
seems permanent; not only is Africa 
now developing three huge producers 
(Katanga, Bwana M’Kubwa, and 
N’Changa, in order of importance), but 
Andes Copper Company has started its 
career as the third great producer in 
Chile, and important new ore discover- 
ies are being made in the Southwest. 

Some high-cost producers have thought 
to remedy their plight by the American 
cure-all, a tariff, pointing to the heavy 
imports as justification but neglecting 
to mention the heavy net exports. 
Neither the refiners, who profit by treat- 
ing the copper imports, nor the United 
States producers, who control all the 
large South American mines, are ardent 
supporters of a tariff, which, conse- 
quently, has made little headway. 

There was, however, a ray of hope 
in the Webb-Pomerene Act, which led 
to the formation of Copper Exporters 
as outlined above. It has frequently 
been pointed out that not only is the 
vertical combination now somewhat out 
of favor, but the horizontal cartel is no 
longer designed for offense, as before 
the war. It is now essentially a de- 
fensive alliance, born of the wartime 
overcapacity which has inflicted cut- 
throat competition on many industries. 
While superficially the copper industry 
might seem to be one of the sufferers, a 
closer examination of the facts tends to 
show that it is only the normal minority 
of marginal companies that is suffering 
seriously. The rest, of course, would be 
pleased to receive higher prices for their 
copper, but there are enough of them 
making a prewar margin of profit 
(which, to be sure, should be substan- 
tially larger to compensate for the de- 
cline in value of the dollar) to supply 
the needs of the world. Hence the dif- 
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ficulty in securing widespread coopera- 
tive action. Twenty representative com- 
panies have cut their per pound cost after 
depreciation from 12 cents in 1923 to 
10 cents in 1926.® 

Because of the disparity of interests 
between the marginal producers and the 
majority, as well as on account of fed- 
eral laws, there has never been an effec- 
tive all-inclusive organization of the 
modern American copper industry, 
which fact lends interest to the follow- 
ing statement from the London Econo- 
mist: 


The national combination must obviously in 
the order of nature precede the international, 
for international arrangements can only be 
entered into by national industries which have 
already attained a high degree of union; but 
the national combination might conceivably be 
brought about primarily by the urgent neces- 
sity of entering into the larger combination, 
and if we see a development of combination, 
in our own country this is likely to be the 
main motive.’ 


Problems of the Copper Cartel 


The quotation gives an inkling of one 
of the difficulties besetting the copper 
cartel. It is obvious, of course, that any 
cartel contains the seeds of its own dis- 
ruption, because the members who enter 
it are never equal, and the sacrifices 
called for may come to appear unendur- 
able. We may note the threatened 
withdrawal of Germany from the steel 
cartel within a year of its formation. 
But there are less general problems 
which affect the copper producers’ com- 
bination peculiarly. 

1. Effective price control involves 
control of production. ‘‘A restriction 
of competition, which must mean a re- 





® Computed from annual reports. 
7 London Economist, January 15, 1927, p. 95. 


8 Loc. cit. 
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striction of production, is the first and 
most obvious result of combination,” 
Yet this is the one thing of which Cop. 
per Exporters must beware, so far as 
the United States is concerned, for evi. 
dence of concerted curtailment would be 
the signal for the Federal Trade Com. 
mission to invoke the Sherman Anti. 
Trust Act. When certain individual 
mines early in 1927 decided to cut their 
output in order to end the price decline, 
they were very careful not to publish 
the fact, and a leading trade magazine 
went to great lengths to point out that 
the logic of circumstances inevitably 
forced this curtailment in each indiyid- 
ual instance without any consultation 
whatever. It is not to be expected that 
the foreign producers will do all the cur. 
tailing. Here lies a real dilemma for 
Copper Exporters, Incorporated: to 
curtail may bring dissolution by law; not 
to curtail means the abandonment of 
the only effective price control. 

2. Were united curtailment legally 
possible, an economic question would 
immediately become uppermost: the 
lower the output, the higher the unit 
cost. This situation is common to mass 
production methods in most industries, 
but is particularly applicable to copper 
mining because relatively little addi- 
tional labor is required by increased out- 
put. The so-called “criminal competi- 
tion” and “incomprehensible waste of 
stockholders’ reserves” turn out to be 
nothing more than efficient production 
methods in the modern manner with a 
careful eye on unit costs. 

3. Furthermore, price control of any 
kind has its legal dangers, since the 
Webb-Pomerene Act reads “with the 
further prohibition of any agreement, 
understanding, conspiracy, or act which 
shall enhance or depress prices or sub- 
stantially lessen competition within the 
United States.” To which the Journal 
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of Commerce (New York) added this 
editorial comment: 


Every sincere man knows that export mo- 
nopolies, dealing in commodities for which 
there is a world market, cannot fail to have 
some influence upon world prices, hence upon 
prices in the home market... . . But to 
maintain the legal fiction that it is possible to 
protect domestic business from feeling the ef- 
fects of such combination is to encourage the 


sheerest hypocrisy.® 


4. Provided there were no legal diffi- 
culties, there would still remain an effec- 
tive economic check on substantial price 
increases in the substitution of other 
metals, particularly aluminum. Even at 
present prices this is no idle threat, es- 
pecially in Europe, where aluminum 
high-tension lines are quite in favor be- 
cause superior tensile hardness enables 
much wider spacing of the expensive 
high-tension towers. It is sometimes 
said as a rough measure that aluminum 
is an effective competitor of copper 
whenever its price is less than twice as 
high. 

5. Fundamental divergence of inter- 
ests between: 

(a) High and low cost producers. 
Undoubtedly some of the deep-vein 
mines are fighting extinction. There is 
a limit to their reduction of costs, since 
they cannot expand volume as freely as 
the newer low-cost porphyries. It is to 
the interest of the latter to strive for 
high volume with low cost, whereas the 
marginal producers aim for a higher 
market price, which cannot be attained 
so long as high volume tactics are pur- 
sued by a large part of the industry. 

(b) Custom smelters and miners. 
The process of cooperation in the mar- 
keting of copper inevitably involves pe- 
riods when it will seem wise to with- 
hold offerings. To the owners of the 
copper—the miners—the additional 


——.. 


* Journal of Commerce, July 21, 1926. 


holding may be well justified by results, 
whereas the custom smelters, who make 
their basic profits from treatment of 
ore and blister, are anxious to have a 
continuous flow of metal through their 
plants, selling approximately as much 
each day as they take in. Deviation 
from such a consistent policy involves in 
a way speculation in copper which they 
do not care to undertake. It was the 
dissatisfaction of these interests that 
helped break up the Copper Export As- 
sociation a few years ago. 

(c) Rivalry for leadership in the in- 
dustry. For many years there has been 
going on in the copper mining industry 
a program of consolidation which has 
left two dominating interests, the Gug- 
genheim-Kennecott group and Ana- 
conda. The former have special inter- 
ests in smelting and refining, the latter 
in fabrication. Both control low-cost 
South American producers, but Ana- 
conda bears a heavy bonded debt from 
which the other group is free. Thus, 
while it is unnecessary to assume that 
either deadly strife or clandestine part- 
nership prevails, it is possible that a 
serious difference of interest may arise 
at any time. 

6. Antagonism abroad. Americans 
should experience no difficulty in sympa- 
thizing with the hostile attitude of for- 
eign copper consumers in view of our 
own strenuous protests against rubber 
control. Indeed, their plight may be 
worse, since, as we have seen, export 
copper prices have been held higher 
than domestic, while rubber prices were 
as high in England as in the United 
States and caused equal dissatisfaction 
there. With freedom of action on cop- 
per once bought eliminated and with 
possible sources of credit from the 
dealer dried up, the foreign consumer 
may be excused if he takes time to be- 
come adjusted to the new régime. 
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7. But it is the foreign dealer who 
protests most vigorously against the car- 
tel which was specifically designed to cut 
out his activities. In fact, Copper Ex- 
porters, Incorporated, offers an example 
of cartel formation not for protection 
against each other’s competition so 
much as for warfare against another 
economic group, the dealers. Since 
combination frequently stimulates op- 
posing combination, retaliation may 
eventuate, but in any case it is worth 
while to examine briefly the economic 
soundness of combating so strenuously 
the European dealer’s position in the 
copper market. 

Copper Exporters, Incorporated, 
seems to believe that the dealers abroad 
maneuver the price of copper against the 
producers, particularly by their tactics 
on the London Metal Exchange. The 
charge has a familiar ring; does it differ 
essentially from the constant charge of 
the wheat farmer that the Chicago 
Board of Trade and the numerous grain 
middlemen manipulate prices against 
the grower? The cotton planter and 
the New York Cotton Exchange are 
equally at swords’ points. So far as can 
be observed, copper occupies no unique 
position. The question becomes the 
general one of whether middlemen or 
speculative markets can be justified. 
The answer visible on all sides is that 
efficient units in both fields play an es- 
sential part in the modern economy. 
“Elimination of speculation,” at which 
Copper Exporters aim, involves a closed 
market of a type similar to that for 
nickel and aluminum, and substitutes the 
judgment of a few for the economic 
process of higgling in an open market. 
Such a scheme cannot long alter the 
course of an international commodity 
market by merely changing marketing 
methods. 








8. That fact points to a fallacy in 
the producers’ assumption that it was 
foreign dealers who kept the export 
price low. It was the unloading of cop. 
per abroad by the producers that de. 
pressed prices. Excessive production 
necessitates unloading somewhere, and 
the chief change Copper Exporters has 
so far introduced seems to be the un. 
loading of copper in the United States. 
This, rather than new marketing tactics, 
accounts for the relatively higher export 
price since October, 1926. Naturally, the 
domestic consumer will rejoice at the 
competitive advantage given him in 
world markets, and foreign consumers 
will mourn, but results to the producer 
seem to be about the same. 

9. Protestations of distress from 
some sections of the copper industry 
must be viewed in the light of a general 
tendency affecting copper somewhat as 
it does grain growing. The United 
States is no longer a pioneer country; 
just as some of its wheat fields must 
yield in export markets to those of 
Canada, Argentina, and Australia, so 
must some of its copper mines yield to 
those of South America and Central 
Africa. 


Possibly the copper cartel confronts 
no more serious problems than any 
other major combination, but it is unique 
in being largely deprived of a cartel’s 
major weapon—control of production. 
Unless it can make shift to acquire such 
control, its dominance in export market- 
ing will bring little added return to the 
producers. And until American laws be- 
come more encouraging to national 
combination, Copper Exporters, Incor- 
porated, will probably remain the chief 
outstanding example of American parti- 
cipation in an international cartel. 
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MECHANICAL AIDS TO MERCHANDISE CONTROL 
IN DEPARTMENT STORES' 


Introduction 


. HE use of machinery in the op- 
eration of the retail unit is neg- 
ligible,” writes Paul Mazur in 

The Principles of Organization Applied 
to Modern Retailing. This statement 
promises soon to refer to a past rather 
than to a present situation. Already 
there are available several machines de- 
signed to furnish information to the de- 
partment store executive more rapidly 
and more economically than it can be 
obtained from hand-kept records, and 
with the increasing utilization of such 
machines department store methods of 
merchandise control may be expected to 
change materially. 

Merchandise control, by which is 
meant all schemes for analyzing mer- 
chandise handled beyond departmental- 
ization, has been made necessary by the 
keen competition of recent years, but 
mechanical merchandise control is still 
in a preliminary stage. The four studies 
presented here, however, give a sample 
of the best current practice, and with 
modifications can be adapted to use in 
many similar stores. 





1 Adapted from a thesis written for the course in 
Retail Store Management in the Graduate School 
of Business Administration, Harvard University: 
Mechanical Aids to Merchandise Control in De- 
partment Stores, by William O. Forsell and Arthur 
B. Poole. This thesis was awarded the Clark 
prize for 1927. 

? Fictitious name. 

5 See Chart 1. 


*The punch is operated by keys and has a ca- 
pacity of about 300 cards an hour. It punches the 
cards in such a way that they can be sorted accord- 


The studies are arranged in order, 
beginning with the simplest system, 
which controls the merchandise only at 
the point of sale, and ending with the 
most complete, which follows the mer. 
chandise from the time it is ordered to 
the time of resale. The major prob- 
lems in the use of machines in merchan- 
dise control are: (1) at what point con- 
trol is to be exercised: sale, purchase, 
order, or inventory; (2) whether the 
system shall be planned in advance or 
reports accumulated as needed; and (3) 
what will be the relative economy of 
specific machines. 


Hazen and Horton, Incorporated? 


Control at the point of sale is ob- 
tained by Hazen and Horton, I[ncorpo- 
rated,* with the aid of machines. Ac- 
cumulation of sales by salesperson, by 
department, and by type of sale, (cash, 
charge, or c.o.d.) is accomplished by 
tabulating equipment at an expense no 
greater than that of manual methods. 

The mechanical devices used are 
three: the “punch,” the “sorter,” and 
the “tabulator.”* The sales slips and 





ing to the information indicated by the punchings. 
The information can then be tabulated. The sorter, 
which is electrically operated, has a capacity of 
about 400 cards a minute. It can be adjusted to 
sort the cards according to any classification within 
the limits of the information on the cards. The 
electrically operated tabulator has a capacity of 75 
to 150 cards a minute. It lists and totals the in- 
formation contained in a stack of sorted cards and 
prints the result on a roll of paper. It may be 
compared to five adding and listing machines which 
depress their own keys and record totals automatt- 
cally. 
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credits are brought to the tabulating de- 
partment at the end of each day and a 
card is punched to show the following 


‘formation from each slip: 


Department 
Salesperson 
Salesbook number 
Sales check number 
Amount of sale 
Discount, if any 


Date 
Type of sale (cash, charge, or c.o.d.) 


Ledger or cashier number 

Credits are recorded on a different 
colored card. 

The cards are first sorted by type of 
sale, and then cash sales are resorted by 
cashiers. A total of all of the latter 
items serves as a check on the cash 
turned in by cashiers. Similarly, charge 
and c.o.d. sales totals are checked with 
postings to sales ledgers and the total 
of c.o.d. slips which have been given to 
drivers. 

The cards are then resorted and tab- 
ulated; in one tabulation are obtained 
total sales by salespersons, total sales by 
departments, and total sales for the 
store, daily. The over-all cost per card 
of this information is about one-third 
of a cent. 

Six months’ operation of this sales au- 
dit from the summer inactivity through 
the Christmas peak has shown the cost 
to be about the same as that of the 
method used before the installation of 
the machines. However, the new rec- 
ords are more complete, errors are more 
quickly traceable, and information is 
more promptly obtained. This company 
has not yet used punched-hole machines 
for stock control, but the research direc- 
tor, believing that valuable information 
can be obtained at a slight increase in 
cost, is developing such a method of 
stock control. 

In extending the system in use by 
Hazen and Horton, Incorporated, the 
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principal problem is whether a finer 
classification of merchandise sold will be 
sufficient or whether a complete unit con- 
trol® of purchases, stocks, and sales will 
be necessary. The research director be- 
lieves that the value of the latter system 
would be greater than the extra cost, 
and he is therefore undertaking its in- 
stallation. Such a system should not 
only be consistent and smooth-running 
within itself but should also correlate 
with the possible extension of punched- 
hole accounting to accounts receivable 
and payable ledgers and to records of 
merchandise on order. It should also 





5 Unit control is control by pieces or physical 
units as distinguished from dollar control. 








Chart I 
Flow of Sales Audit Work 
Hazen and Horton, Incorporated 





| saves suips | 





 f 





PUNCH 
Hollerith Cards 


. 


SORT 
By type of sale—cash, charge, C. O. D. 


Y 






























































CASH SALES | |CHARGE SALES] | C. 0. D. SALES 
Tabulate by Tabulate;check Tabulate;check 
cashiers; check total with ledger | |totals with C. O. D, 
with cash received postings slips given drivers 
Y 
RE-SORT 
By Salespersons 

Y 
TABULATE 
1— Sales by salespersons 
2—Sales by departments 
3—Grand total for store 











' 
FILE 



































332 HARVARD BUSINESS REVIEW 


fit departments of varying types of mer- 
chandise and amount of sale. 


Sales Audit Machines 


The case of Hazen and Horton, In- 
corporated, exemplifies a method of con- 
trol at the point of sale. An endeavor 
is made to obtain the same sort of con- 
trol in a different manner by the use of 
a series of machines which have been re- 
cently invented.* The series consists of 
the following mechanisms: 


1. A sales record machine 

2. A machine to audit mechanically the sales 
tickets 

3. A machine to punch on cards the informa- 
tion on the sales slip 

4. A machine to sort the above cards into de- 
sired classifications 

5. A machine to tabulate the sorted cards 


The sales record machine occupies a 
space of 10 by 15 inches and is 7 inches 
high. It combines the major features 
of the autographic register, the cash 
register, and the punched-hole press. A 
telephonic credit authorization attach- 
ment will probably be added to this ma- 
chine as optional equipment. 

As an autographic register the ma- 
chine turns out sales slips in duplicate or 
triplicate. The fan-folded rather than 
rolled type of slips is used for three rea- 
sons: (1) Specific audit slips in the 
machine may be referred to without dis- 
turbing the others; (2) slips may be 
fed into the audit machine without re- 
rolling; (3) a new charge of slips may 
be put into the machine at any time. 

No tally of sales slips is used. The 
need is obviated, since the machine re- 
tains, locked within itself, the audit 
copies of the sales slips so that they 





® At the time this article was being written, the 
machines were just being put on the market. There- 
fore, there was no installation which could be ex- 
amined. However, because they promise a number 
of economies, they merit consideration. 


cannot be lost. Furthermore, the me. 
chanical nature of the audit and the 
safeguards thrown around the salesper. 
son in the use of the machine makes the 
tally unnecessary. 

The date is set up in the machine each 
evening when the day’s slips are re. 
moved. The salesperson’s number and 
department number are set up when the 
machine is turned over to him. Only a 
person with an audit key to the machine 
can change them. They are crimped 
into the slip in the same manner as in 
a check protector. There remains to 
be written by the salesperson only the 
name and address of the purchaser, a 
description of the merchandise, and the 
prices, extensions, and footing. The 
shifting of the carbon is automatic and 
obviates waste. 

As a cash register, the machine has 
a single drawer. A series of slides, in- 
stead of keys as in the ordinary cash 
register, are used in order to provide 
greater visual proof of accuracy. 

The sales slip cannot be turned out 
of the machine until one of three but- 
tons marked ‘“‘cash,” “charge,” or 
“‘c.o.d.” has been pressed. This is a 
direct preventive of carelessness. There 
are also 37 hole-positions used to clas- 
sify further, on punched cards, the mer- 
chandise involved. This classification 
will be discussed below. 

Turning the crank perforates the 
amount of the sale on the slip. This 
perforation prevents an error in record- 
ing an amount different from the writ: 
ten total, and checks the honesty of the 
salesperson. At the same time depart: 
ment and clerk numbers and the date 
are crimped in ‘the slip, and a hole is 
punched opposite the words “cash, 
“charge,” or “‘c.o.d.” 

The operation of the machine as 4 
punched-hole press is automatic. The 
mechanism punches holes to indicate the 
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same time that the items are crimped on 
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After completing the preparation of 
the sales slip the clerk turns the crank 
of the machine, the original is sheared 
and ejected, the duplicate is stored in 
the machine, and a new slip is brought 
into position. The customer’s slip is of 
the divided type so that the upper half 
may be used as an address label and the 
lower half wrapped with the merchan- 
dise. 

The sales audit machine is essentially 
four adding machines, each with three 
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machines, depending on whether it is a 
“cash,” “charge,” or ‘“c.o.d.” item, 
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all the slips into groups by type of sale. 
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When all strips for a department have 
been transferred to the second set, the 
departmental total is transferred to the 
third set of wheels where the store total 
‘'s accumulated. By utilizing a portion 
of the adding wheels, the number of 
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transactions is also accumulated. Proof 
of accuracy is obtained by checking the 
sum of the totals by types against the 
total tape on the first. machine. The 
machine will record slips slightly faster 
than one a second. It should maintain 
an average of about 20,000 slips a day. 

The card punch is an attachment 
which may be added to the sales audit 
machines. It punches a 3x5 inch card 
for each slip going through the sales 
audit machine, and indicates the type 
and amount of sale and classification of 
merchandise. The many hundred pos- 
sible classification numbers may be so 
coded as to reveal the department and 
classification within the department. 
The punching of this extra card is nec- 


essary because the sales slips, being 


made of thin paper, are not readily 
sorted mechanically. It is done only 
when further analysis is desired. One 
wonders if the record machine could 
not be made to punch a card rather than 
a sales slip duplicate. This substitution 
would eliminate the card punch. 

The sorter is quite similar to other 
card-sorting equipment now available. 
Each sorting segregates the cards by 
digits in consecutive rows of -lassifica- 
tion numbers. Thus, the number of 
sorts necessary is equal to the number 
of digits which classify the merchandise. 
A counting device counts each card as it 
falls into its respective digit rack. 

The tabulating machine is the ordi- 
nary stock posting machine to which two 
devices are attached. The first “reads” 
the cards by means of electrical contacts 
made through the punched holes as the 
cards are automatically fed from a hop- 
per. The second is a frame fitting over 
the keyboard with a solenoid coil over 
each key, operated by electric impulses 
from the first device, thereby automati- 
cally tabulating the cards until the hop- 
per is empty. 
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Two features of these devices are 
worthy of especial note. The first is 
that the device may be reversed so that 
an operator, using the keyboard of the 
posting machine, may punch blank cards. 
The other is the removability of the 
solenoid frame from the keyboard so 
that the machine may be immediately 
shifted from posting or footing to tabu- 
lating. 

Several general features deserve at- 
tention. The sales record machine is 
manually operated, while the others are 
operated by electricity. The sales au- 
dit machine will be leased, while the 
other devices will be sold. The com- 
pany expects to sell its machines substan- 
tially cheaper than comparable ones are 
sold for at present. The field for the 
machine is, of course, limited. For de- 
partments, such as candy and notions, 
where the size of sale does not war- 
rant the making out of sales slips, the 
use of the machines would be too ex- 
pensive. Where unit control is desir- 
able, these machines would offer no 
means of handling the variety of data 
necessary, although they might still be 
used for writing and auditing the sales 
slips. 

There is a further limiting factor to 
the development of a machine such as 
this one. The average salesperson who 
has no knowledge of accounting or abil- 
ity to handle complicated machines can 
be depended on for accuracy only to a 
limited extent. The expectation of rea- 
sonable accuracy is the limiting factor 
in the development of the clerk-operated 
control mechanism. 

In addition this machine is useful only 
for control of merchandise at the point 
of sale. Many stores desire to control 
(1) at the time of placing the order, 
(2) at the time of actual receipt of the 
merchandise, or (3) while it is still in 
inventory. The machine has no possi- 
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bilities in these directions. 

There are several miscellaneous dis. 
advantages to the machine as it is now 
designed. If the authorizing attach. 
ment is used, the machine will not be 
usable for other transactions in case of , 
delay of authorization. It will be awk. 
ward to secure customers’ signatures on 
checks because of the difficulty of mov. 
ing the machine. In large departments 
it might be a problem to secure space for 
machines for a large number of clerks, 
Finally, if a bonus is used, the lack of 
tally slip will make it difficult for the 
salesperson to gauge the progress of his 
sales or check the accuracy of the office's 
figures. This lack might dampen the 
incentive. 

With due allowance for these limita- 
tions, however, there is still a field for 
mechanisms of this type. Few stores 
have done much with control at points 
other than that of sale, and for many 
lines classification within the department 
is the only means which can justify its 
cost. For such departments, of which a 
kitchenware department is a good ex- 
ample, the machines offer certain unv- 
sual features of mechanical merchandise 
control. 

The machines will make possible an 
economy in salespersons’ time. Not so 
much time will be necessary to write the 
slip; the time of shifting from books to 
cash registers is saved; and no waiting is 
necessary while other salespeople use 
the registers. Since they are small in 
dimensions and weight, they can be kept 
at more convenient places than cash 
registers. 

The machines should make possible a 
reduction in operating costs. The sales 
record machine will probably sell for 
approximately $100 and so should be 
considerably less expensive, even 4l- 
though more of them must be used, than 
the cash register, autographic register, 
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and punch press which they supplant. 
The tabulator and other devices will 
also probably be less expensive. 

There should be an economy in the 
personnel of the control department, 
since one person can audit about 20,000 
sales transactions a day with one ma- 
chine. No punch card operators are 
needed. However, the tabulating ma- 
chine must be supplied with new cards 
and reset after every operation, a pro- 
cedure which takes considerable time. 
Other tabulators, which are more fully 
automatic, cannot be used with these 
cards. 

Accuracy and protection are provided 
for by the use of slides instead of keys 
and by perforation of the amount. The 
minimum amount of writing which is re- 
quired from the salesperson also reduces 
the chances of error. A separate ma- 
chine for each clerk eliminates the error 
of one clerk’s registering the wrong 
number or getting into the wrong cash 
drawer. Only an authorized person can 
get at the duplicate slips, and since they 
are in one strip, they cannot be lost. 
The mechanical audit eliminates the 
danger of mathematical mistakes. 

These machines will probably be most 
successful when used in departments in 
which there are relatively few sales- 
people, individual sales are large enough 
to require sales slips, and mechanical 
unit control is not desired. 


J. C. Humphreys Company'* 


The merchandise control of this high- 
grade department store is maintained at 
both the points of purchase and of sale 
and is accomplished through the use of 
tabulating machines. Sales and pur- 
chases are subdivided by classifications 
within departments. The policy of the 
store has been to give the buyers any 





Fictitious name. 
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auxiliary information that they desire, 
the cost being apparently a minor opn- 
sideration. | 

Sales and purchases are analyzed by 
departments on adding machines to ac- 
accumulate daily sales and monthly 
profit and loss statements. The tabu- 
lating machines are used to break down 
figures within each department. Punches, 
sorters, and tabulators are used. 

In 25 departments, in which cash 
registers are used, this control is not 
maintained. In the remaining 45, the 
merchandise is classified into from 5 to 
200 classes. 

Purchase control is obtained from the 
invoices. After the bookkeeping de- 
partment has finished with them, a card 
is punched for each item with a separate 
classification number which has been pre- 
viously entered on the invoice by the 
buyer. The following information is 
punched: 


Invoice number 
Department number 
Manufacturer’s number 
Classification 

Total cost {plus loading) 
Total selling price 


The totals by classifications are ob- 
tained by running the cards through the 
tabulator, and the total checked for er- 
ror against the total obtained by the 
bookkeeping department. 

Similarly, a card is punched for each 
item on the mark-down sheet showing: 


Date 

Department 
Manufacturer’s number 
Amount of mark-down 


Sales analysis is obtained by punching 
a card for each sales transaction show- 


ing: 


Day of month 

Kind of sale 
Classification 
Department number 
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Amount of sale 
Price range 
Count 


These cards are totaled by classifica- 
tions, and the department total checked 
for error against the total of the sales 
audit department. 

Returned purchases and _ returned 
sales are subtracted from the purchases 
and sales totals, respectively, by means 
of complement cards.® 

With the beginning inventory, pur- 
chases, mark-downs, and sales figures 
available by classifications within de- 
partments, the calculation of final inven- 
tory by classification is simple. This in- 
formation is furnished to the buyers 
monthly and is also used by the mer- 
chandise department to detect inflated 
or inadequate inventories, stock short- 
ages, and slow-moving lines. 

The above function is the primary 
one of the tabulating department of this 
company. Much additional information 
is accumulated, however. Among other 
reports are: 


Reports on sales, purchases, mark-downs, 
and stock on hand by price ranges; 

Reports on sales and mark-downs by sizes; 

Reports on purchases and mark-downs by 
manufacturers. 


These reports are obtained by re- 
sorting the cards punched previously. 
Cards are punched especially to obtain: 


1. Glove department sales by classification, 
price, clerk and amount. This is a cash 





® The theory of the complement card is that the 
same result is obtained by adding the complement 
of one number to the other as by subtracting the 
first from the second. For example, to deduct $250 
from $4,000 a card is punched for $9,999,750; the 
complement addition in the tabulating machine 
gives: 
$ 4,000 
9,999,750 
0,003,750 
This amount is the same result as is obtained by 
subtracting $250 from $4,000. 


register department and, therefore 
trol is obtained by considering aalio 
dise as sold when it is moved from re- 
serve to forward stock. 


2. Stock analysis by season, cl i 
and price in certain departments where 
physical inventories are taken weekly, 

3. Analysis of comparison office reports, 
showing by departments: 

Number of price adjustments taken 

Number of price adjustments 

Number of times merchandise was 
stocked 

Number of times merchandise was not 
s 

Number of times merchandise was o.k. 

Number of times late in stocking 

Number of times a report was re- 
quested 

Number of times service was found to 
be good 

Number of times service was found to 
be poor 

4. Analysis of errors showing: 

Number of errors discovered by each 
packer 

Number of errors made by each clerk 

Number of each type of error by de- 
partments 


5. Value of supplies on hand by classifica- 
tions. This valuation is accomplished by 
the same method that is used to compute 
stocks on hand in the selling depart- 
ments. 


6. Number of influence sales by clerk and 
department. ‘This report is accumulated 
because salespeople are paid a bonus for 
sales made elsewhere than in their own 
departments when they are influential in 
consummating the sale. 


In analyzing the system of this com- 
pany, its policy in furnishing the buyers 
with any information which they have 
desired must be kept in mind. The sys- 
tem has gone through an evolutionary, 
not a preplanned, process. As addi- 
tional reports have been desired, they 
have been added to the work of the de- 
partment, existing cards having been 
used where possible. As a consequence 
of this haphazard growth, the procedure 
is not compact, much duplication of ef- 
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fort is evident, and the cost is high. The 
over-all cost, exclusive of occupancy 
costs, is more than eight-tenths of a 
cent per card, in comparison with about 
one-third of a cent for Hazen and Hor- 
ton, Incorporated. 

The duplication of work, mentioned 
above, is due to the extra accumulation 
of purchases, mark-downs, and sales by 
manual methods. Although the two 
totals are used to check against each 
other, the expense involved in the man- 
ual analysis could probably be saved, 
since the mechanical method has been 
found to be as accurate as the manual. 

The lack of preplanning of reports is 
likely to result in the accumulation of 
minor reports, while more important 
ones are neglected because the buyers 
have not thought to ask for them. 

A final criticism is that the control of 
stocks by dollars is not always satisfac- 
tory, since classifications are liable to be 
too broad to distinguish profitable and 
unprofitable lines. 

The system has several advantages, 
however. The monthly determination 
of stocks by classifications affords a val- 
uable means of control, not only to the 
buyer, but also to the executives over 
the buyer. 

The use of the tabulating department 
as a service department makes it flexible 
in use. Reports when not needed can 
be discontinued. This flexibility enables 
the information to be given to the buyer 
while it is still timely. 

Much information is wanted only 
once or twice with perhaps occasional 
check-ups. The system and policies of 


this department are admirably suited to’ 


this sort of work. 

The controller of J. C. Humphreys 
Company believes the subclassification 
of departments to be well worth the 
total cost of the tabulating department 
which comes to about $36,000 a year. 





The special sales reports are considered 
to be a valuable aid to intelligent buying 
because they are accurate, prompt, and 
to the point. Although the work of this 
department is valued highly, it does not, 
however, justify any greater expense 
than is absolutely necessary. 

Some attention has been given to the 
cost of producing special sales reports 
with the conclusion that a report taken 
from cards especially punched for the 
purpose costs no less than one prepared 
by hand, since so great a part of the 
total cost lies in providing the cards and 
punching them. 

The conclusion of this company is 
supported by others, and it may be laid 
down as a general rule that the use of 
the tabulating machines resuits in econo- 
mies over manual methods only when 
more than one distribution is to be made 
from the cards punched. 


Jameson Furniture Company® 


The basic feature of the system of the 
Jameson Furniture Company”® is a per- 
petual inventory of stock on hand 
wherein every piece of furniture in the 
store or in the warehouse is represented 
by a card in the stock file. The machines 
used by the tabulating department are 
of the usual three types—punches, a 
sorter, and a tabulator. 

All new merchandise received from 
the manufacturer is recorded on a re- 
ceiving sheet. The articles received 
from one concern at one time are listed, 
showing from whom they come, how 
delivered, and when and by whom re- 
ceived. Receiving sheets are then 
checked against invoices. Accuracy is 
insured by the use of a “blind check”’ 
procedure. Each different type of fur- 





® Fictitious name. 
10 See Chart 2. 
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niture is given a separate number by 
which it can be identified, but exactly 
similar pieces have identical numbers. 
This number is marked on each crate. 

The “placing man” then takes the 
new stock and puts it into its warehouse 
location. As he places each article he 
makes a memorandum of the floor and 
section (each floor is divided into sev- 
eral numbered sections) where the ar- 
ticle has been placed and the quantity, 
article number, number of the manufac- 
turer, and description of the article as 
to finish, number, and size. 

This “placing memorandum’’ con- 
tains all the information needed to 
punch the cards, except cost and selling 














































































































Chart II 
Order of Tabulating Procedure 
Jameson Furniture Company 
INVOI STOCK 
_..-| RECORD 
FILE 
PUNCH Y 
Hollerith Cards | PUNCH 
Y Sales data 
. TABULATE Y 
0 get location,check 
: - SORT 
list; check total of }|-— 
cards against By sale number 
total of invoices Y 
TABULATE 
To get sales 
analysis data 
Y 
SORT 
By location 
Y 
TABULATE 
To get list 
from which to 
fill out orders 
7 
SORT 
By articles 
| CURRENT FILE | 
— 
[sort }+-{ [enor] 
Rcsmoidiieaten 
TABULATE 
For special studies 
as desired 
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price. Cost is obtained from the in. 
voice, selling price either from the buy. 
ers’ notation on the invoice or from the 
tab card in the stock record which igo. 
lates articles of that description. The 
cards are then punched, one for each 
article. The first four columns of the 
card show location of the merchandise, 
the next four the number which repre. 
sents that type of article. Then come in 
order the numbers representing the 
manufacturer, the name of the article 
in abbreviated form, the finish, size, and 
finally, the selling price. 

The accuracy of the cards punched is 
checked by running them through the 
tabulator after sorting them according 
to location. From the list which the 
tabulator prints, the items are relocated 
by a checker to make sure that the loca- 
tion and identification on the card is cor- 
rect. The cards are then resorted by 
article number and placed in the stock 
file. 

Practices have been evolved to take 
care of detail difficulties arising from 
instances that are not typical. Among 
these practices is the use of different-col- 
ored cards to show crated goods, re- 
turned goods, and goods on the selling 
floor used as samples. 

Merchandise is delivered from the 
warehouse, not the selling floor. The 
sales tickets, after being sorted by hand 
according to delivery dates, are brought 
to the stock record clerks. These clerks 
remove from the file the cards which 
represent the goods sold and fasten 
ticket and card together. From the in- 
formation on the sales ticket the punch 
operator completes the sales informa- 
tion on the cards; the type of sale, sales- 
man, and number of the sales ticket. 

At this point the cards are run 
through the tabulator. All the cards of 
one sales ticket number appear on the 
recording sheet together, with the article 
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names and descriptions on one side of 


a. : 
Zo the sheet and the sales number, quantity, 
"from the cost and selling price, and the total sell- 
which jso. ing price on the other. The two halves 
On. The are divided; the first is clipped to the 
for each sales ticket and the second put into a 
ns of the box for use by a clerk who makes a sales 
‘chandise, analysis. 
ch repre. The cards are then resorted by lo- 
n come in cation and again listed on the tabulator. 
ting the This list gives by location the article 
le article name, finish, article number, manufac- 
size, and turer's number, location, and sales num- 
ber. When all the articles on one floor 
inched js have been listed, the machine stops and 
ugh the the sheet is torn off. At the top of each 
cording sheet is written the delivery date. 
hich the From this list the merchandise is lo- 
elocated cated and sent to the finishing room to 
the loca- be touched up before delivery. Tags 
d is cor. are attached to the pieces showing the 
yrted by sales number and delivery date. 
he stock On the day before delivery all cards 
are again sorted by sales number and 
to take listed on the tabulator. From this list 
gz from each article can be identified as it comes 
Among from the finishing room and can be 
ent-col- placed for delivery purposes with the 
ods, re- other articles going to the same cus- 
- selling tomer. The original sales ticket is sent 
with tne merchandise, is signed by the 
om the customer, and is returned. The cards, 
 . which have been in an “‘out on delivery” 
yy hand file with the duplicate sales ticket, are 
ought then put away in a dead file. 
> clerks When mark-downs are taken it is nec- 
which essary to have some device which will 
fasten automatically subtract the price reduc- 
the in- tion from the original selling price. 
punch This subtraction is accomplished by 
forma- means of a complement card. 
, sales- The stock clerk is notified of mark- 
et. downs and special sales. In the latter 
e run case one card is punched for each type 
rds of of article on which a reduction is taken. 
yn the if the mark-down is permanent, a com- 
article plement card is punched for each article 
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of that particular type in stock and is 
placed with the original card. Subse- 
quently, when cards are run through the 
tabulator, the original price is registered 
by the original card and the mark-down 
by the complement card. After the 
complement cards have been used, they 
may be tabulated to determine mark- 
downs by types of merchandise and by 
manufacturers. 

An analysis of sales is made to show: 


Total of all merchandise sold each day 
Total cost 

Total original selling price 

Total actual selling price 

Total credits 


This information could be obtained 
from the original cards. For purposes 
of recording credit, deposit, and partial- 
payment plan information, however, it 
has been found more convenient to keep 
a book record by totals for each sales 
number. Because the number of items 
per sale is fairly large, it is cheaper to 
punch new cards from this record of 
totals than to use the old cards. 

No attempt is made to set a minimum 
quantity on each article because about 
30 items a day are dropped from stock. 
Any minimum then would be of too 
transitory a character to make it worth 
while. 

Buyers are notified when the last 
warehouse card is drawn out of the 
stock file. The merchandise in the store 
then constitutes a reserve stock if the 
line is to be continued.’ The buyer is 
again notified when the stock is entirely 
exhausted. 

The cards in the stock file are run 
through the tabulator when that ma- 
chine is not otherwise occupied, and the 





11 It may be open to question whether or not this 
warning is early enough in every case. If desired, 
however, a signal could be arranged so that the 
buyer would be notified before the stocks became 
this low. 
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list of stock on hand thus obtained is 
given the buyers for their information. 
The entire stock is gone over in this 
manner at least once a month. 

The same lists are used to check the 
inventories monthly by relocating in the 
warehouse. Shortages are recorded on 
a file kept hanging on the wall in the 
shipping office. One man spends most 
of his time looking for merchandise that 
has been misplaced. In addition, a com- 
plete physical inventory is taken an- 
nually and checked against the cards in 
the stock file. 

The test of any installation such as 
this one is the results accomplished. The 
cost of operation as described is more 
than 2 cents a card. The Jameson Com- 
pany has practically no shortages, how- 
ever, and has achieved the phenomenal 
stock-turn of 14 times a year, about 7 
times as great as that of the average 
furniture store. 

Of course, these results are not due 
solely to the stock record system. That 
has been, however, a real factor in pro- 
viding adequate and timely information 
upon which to purchase and upon which 
to base executive control. 

The disadvantages of this system, 
especially from a department store view- 
point, are as follows: 


1. A running total of stock on hand cannot 
be kept to facilitate ready reference. 
The buyer is furnished only once or 
twice a month with the inventory as of a 
certain date. If he desires information 
at any other time, the cards must be es- 
pecially counted. 

2. The stock record must be located at the 
warehouse. Because of the inconven- 
ience, the buyer may neglect the records 
when they might be of real value. 

3. The volume of business handled by the 
Jameson Company is large. The furni- 
ture department of a department store 
would be unlikely to have so large a sales 
volume; yet it would require the same 
number of machines. The result would 
be higher operating expenses. This dis- 


advantage would, of course, be oby; 
if the machines could be kept . 
similar work for other departments, 


The advantages are as follows: 


1. The cost of keeping a perpetual inven. 
tory is about the same in this manner as 
by manual methods. 

2. Once the cards are punched, additional 
information can be rapidly and cheaply 
obtained. The additional information 
that might be obtained includes: the 
amount of purchases by lines and manv- 
facturers; the number of sales by sizes, 
finish, and color ; the number and amount 
of sales by type (cash, credit, or c.o.d.) ; 
the amount of sales by salespersons; the 
mark-downs by lines and manufacturers: 
and the amount of slow-moving mer- 
chandise. The cost of accumulating this 
information by hand would be prohibi- 
tive. 

3. Since the cards representing merchandise 
to be shipped are selected by the stock 
record clerks, the oldest merchandise can 
be moved out first. 

4. The lists printed on the tabulator save 
much time and expense in listing mer- 
chandise to be shipped and in accumulat- 
ing it for delivery. 

5. Space is saved in the warehouse since the 
location is punched on the card. There- 
fore the merchandise does not need to be 
grouped by types but can be placed wher- 
ever there is room for it. 

6. The danger of having dead stock, be- 
cause there is no sample on the selling 
floor, is obviated. The samples have a 
colored card. If inspection of the file 
shows no colored card, the matter is in- 
vestigated. 

7. The exact value of the stock on hand can 
be obtained with very little difficulty and 


expense. 


The Jameson Furniture Company 
feels, from its success, that the buyers 
have sufficient information. The chief 
drawbacks of the plan apparently can- 
not be obviated; nevertheless, in this 
case the advantages outweigh the dis 
advantages, and the plan is very suc- 
cessful. If enough work can be provided 
for the equipment, there is no reason 
why the same system could not be suc- 
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cessfully applied to the furniture de- 
artment in a department store. 

Theoretically, a system of the same 
basic nature as this one could be in- 
stalled in every department in the store. 
Practically, however, such completeness 
would be prohibitive in cost and in many 
cases entirely unnecessary. 

Where the value per unit is high and 
where timely detailed information as to 
size, color, style, or material is of value 
in buying or selling, the expense of such 
a system is probably justified. In such 
departments as furniture, coats, and 
high-priced ready-to-wear clothing, the 
information acquired through the main- 
tenance of a punched-hole stock record 
may be well worth the cost of operation. 
In notions or kitchenware departments, 
it undoubtedly is not. 

In departments such as hosiery a 
dozen pairs might be considered a unit 
for stock control purposes. Under such 
a plan the record might be kept only for 
reserve stocks, it being assumed that the 
forward stock would remain fairly con- 
stant, or that a card might be pulled 
from the stock file at the time the first 
pair was sold from the package. In the 
latter case only the broken-package stock 
would be uncontrolled. 

In general, stock record keeping by 
the punched-hole method is practicable 
in departments where the value per unit 
is high and where timely detailed in- 
formation is of value in buying and 
selling. 


Conclusion 


There are fundamental differences in 
the procedures described as to the point 
or points of control. The sales record 
machine and Hazen and Horton, Incor- 
porated, exercise mechanical control 
over merchandise only at the point of 
sale. J. C, Humphreys Company com- 


bines mechanical analysis of both sales 
and purchases as a means of control. 
The Jameson Furniture Company ties 
together mechanical sales and purchases 
analysis with a mechanical stock control 
between the time of purchase and sale. 

A final step in mechanical control 
would be to alter the type of control in 
operation at the Jameson Furniture 
Company by bringing the initial point of 
application back to the date of order. 
A punched-hole card file could just as 
easily control merchandise while on 
order as while in stock; the same cards 
could be used for both purposes. One 
company now provides a typewriter and 
punch electrically connected in such a 
way that tabulating cards may be 
punched automatically to agree with the 
information written on an order blank 
in the typewriter. 

Merchandise control is easiest at the 
point of sale because there the mer- 
chandise is already separated physically 
into departments and because sales 
records are necessarily accumulated, 
either by the cashier or salesperson. 
The limiting factor in actual control at 
this point is the expectation of reason- 
able accuracy from salespeople who do 
not understand accounting and cannot 
operate complicated machines. 

The tabulating machines are designed 
for a different purpose than that of 
simply controlling at the point of sale. 
They are intended to meet every reason- 
able demand for analysis and control. 
Therefore, simplicity of recording data 
and low cost are sacrificed in order that 
the records may provide the maximum 
in flexibility and complete analysis. 

While a differentiation between ma- 
chines of these two types will doubtless 
continue, it will probably grow less. 
Machines emphasizing economy, speed 
of recording, and completion of the 
record at the time of the transaction 
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will endeavor to increase the possible 
data to be recorded within the sales- 
person’s limits. Machines emphasizing 
completeness and flexibility of their 
records will endeavor to speed up and 
cheapen their procedure. 

The possibility of combining the use 
of more than one type of machine in a 
department store is urged. It appears 
theoretically simpler and easier to use 
the same procedure throughout the 
store. However, departments vary 
widely in the type of merchandise sold, 
the value of the items handled, and the 
service rendered. It is quite possible to 
use several different types of machines 
in a large store and at the same time to 
increase the mechanical accounting efh- 
ciency. 


HARVARD BUSINESS REVIEW 


A few of the attempts to apply to 
department stores the mechanical de. 
vices which may make merchandise con. 
trol more effective have been outlined 
here. The subject is full of undiscoy. 
ered potentialities, and the growing 
realization of the need for timely but 
detailed information in department 
store operation makes it seem probable 
that future developments will be rela. 
tively rapid. 

A few more years should see some 
form of mechanical control in operation 
in the majority of department stores. 
Stores failing to avail themselves of 
merchandise accounting machines will 
suffer heavily, either from relatively 
poor assortments of merchandise or 
from burdensome accounting costs. 
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CASE STUDIES IN BUSINESS 


CENTRALIZED PURCHASING 


URCHASING, as one of the im- 
Porta functions undertaken by 

an industrial organization, is be- 
ing constantly studied in an effort to 
reduce costs and to increase general 
eficiency. The two cases presented are 
concerned with the centralization of the 
procurement function as a means of ac- 
complishing this end. A study of the 
first case, that of a small plant in which 
a high degree of craftsmanship is re- 
quired, affords an opportunity to evalu- 
ate the factors involved in functional 
versus line control of purchasing. The 
second case, that of a larger concern 
with several units distributed in various 
parts of the United States and Canada, 
permits an examination of the factors 
involved in concentrating purchasing in 
a central office versus continuing these 
functions at the various plants. 


Tue CONTRACT FURNITURE COMPANY 


In 1915 the assistant to the general 
manager of the Contract Furniture 
Company undertook to install control of 
purchasing. Within two months he in- 
curred difficulties inherent in the crafts- 
manship type of production and the 
old-time personnel. The question of 
continuing this method, therefore, was 
brought up for executive discussion. 

The Contract Furniture Company 
was founded in 1800 for the manufac- 
ture of high-grade furniture according 
to the specifications of customers. Sales 
Were made to interior decorators or di- 
rectly to clubs, private homes, fraternal 
organizations, and hotels in all parts of 





the United States. Yearly production 
in number of pieces was constant. Sales 
approximated $300,000, of which about 
$125,000 was ordinarily represented by 
two or three contracts. 

The furniture produced by the com- 
pany had earned a reputation for con- 
sistently good quality as a result of the 
skill of the employees. All were crafts- 
men, and many of them had been with 
the company 25 years. 

The foremen were regular workmen 
who, because of exceptional ability or 
long service, had been made the heads 
of their departments. The general man- 
ager, who had been employed by the 
company for 40 years, however, did not 
place full responsibility upon thein. He 
walked through the plant many times 
each day, greeted workmen by their 
first names, made decisions on details, 
and assisted foremen in the solution of 
problems which they brought to his 
attention. 

Of the total cost of production 30% 
was for material; labor represented al- 
most all the remainder. The final cost 
of this labor, however, was difficult to 
estimate. Prices quoted by the com- 
pany, consequently, varied from 50% 
less than actual cost to 50% more than 
actual cost. 

On January 1 each year, foremen es- 
timated from observation the quantity 
of materials on hand and reported this 
with a statement of the current market 
value to a clerk who computed the in- 
ventory. 

When an order was received, draw- 
ings of the piece of furniture to be con- 
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structed were made in the designing de- 
partment. Upon the basis of blueprints 
of these drawings, the head of the de- 
signing department, the mill superin- 
tendent, and the general manager 
quoted prices. Under the system of in- 
dependent purchasing, the foreman of 
each department then placed orders for 
the materials required for his part of 
the production. A few materials, such 
as office supplies, nails, designers’ mate- 
rials, art material for the decorators, 
varnishes, shellacs, oils, glues, burlaps 
and cotton cloth for upholstery, and a 
few types of hardware, were purchased 
for stock. Paints, varnishes, and oils 
were purchased, regardless of price, 
from one or two companies which fur- 
nished a definite quality. Tapestry of 
the required quality, which was im- 
ported material, was obtainable only 
from a few companies specializing in 
decorative fabrics. The lumber was pur- 
chased air-dried and was then kiln-dried 
in the company’s own kilns. Most lum- 
ber was of standard quality. 

Orders which amounted to more than 
$2,000 each were approved by the gen- 
eral manager. The foremen checked 
materials received and were held re- 
sponsible for their conformance to 
specifications and quality. 

The assistant to the general manager 
realized that only an expert could judge 
by observation the water content of 
lumber. He was unable to determine 
whether or not vendors supplied him 
with the stated grades; therefore, he 
did not purchase lumber independently. 
He believed, however, that he could 
make independent purchases of stock 
material and thereby secure lower prices 
than had been obtained by foremen who 
had become accustomed to purchasing 
from one or two companies. Foremen 
described to him such materials needed, 
and by purchasing them he could save 





time for these men whose attention 
should be given to production. If al] 
purchasing orders were sent to him to 
be mailed or delivered in person to ven. 
dors, he would be able to secure lower 
prices, and to control or observe the 
quantity and prices paid. 

During the first month or two of his 
attempt to systematize purchasing, how. 
ever, he found that the time spent in 
describing materials was much greater 
than that required by foremen for writ. 
ing and mailing orders. A man who was 
not a master craftsman could not vis. 
ualize the details of an artistic product 
and at the same time visualize its place 
in every individual scheme of interior 
decoration. To be successful, therefore, 
an independent purchasing agent for 
this plant had to have the combined 
knowledge of all the foremen. 

When, under centralized buying, pur- 
chases were made by the agent at the 
dictation of the foremen, the latter was 
responsible for quality. On all pur- 
chases, however, when the purchasing 
agent made the decision from whom to 
buy, he alone was responsible. 

A typical example met in the two 
months of systematization concerned a 
certain shellac which, purchased at a 
lower price than that previously paid, 
was applied to a table which was to sell 
for $500. The total amount used was 
worth about $1. A short time after it 
was sold, the finish became clouded, and 
the table had to be refinished at an ap- 
proximate cost of $50. The quality 
previously purchased would have cost 
approximately $1.50. 

Although no instance had occurred 
when the foremen openly objected to 
usurpation by the purchasing agent of 
what they considered their responsibility 
and although they had not objected to 
the criticisms of their orders, there had 
been an atmosphere of hostility. 
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Comment 


The manager of the Contract Furni- 
ture Company in centralizing the pur- 
chasing function expected that lower 
prices would be secured, that foremen 
would be permitted to give greater at- 
tention to production, that any conces- 
sions to foremen would be eliminated, 
that more efficient control over quanti- 
ties of materials purchased would be ef- 
fected, that possible confusion in regard 
to payments to vendors would be pre- 
vented, and that the quality price ratio 
on purchases would be improved. 

He anticipated that a central pur- 
chasing agent might secure a reduction 
in prices in several ways. A foreman. is 
necessarily restricted in his ability to 
give sufficient attention to purchasing 
to develop a knowledge of all econom- 
ical sources of supply. He is primarily 
interested in production and has no time 
to devote to the study of general condi- 
tions which might affect the market. He 
has neither the time nor the organiza- 
tion to purchase on the basis of competi- 
tive bids. He usually purchases for the 
immediate needs of his department and 
is not likely to consider similar needs 
of other departments with the view of 
consolidating orders to secure quantity 
discounts. 

The purchasing agent in specializing 
on procurement would acquire knowl- 
edge as to the best and most economical 
sources of supply and would purchase 
from these sources. He would be able 
to watch business trends and regulate 
his purchases according to the condition 
of the market. He could put out pro- 
posals, where quantities to be purchased 
warranted, and place his orders on a 
basis of the competitive bids received. 
Likewise, by consolidating requisitions 
and purchasing in large lots, he could 
obtain quantity discounts. 


An important advantage expected to 
result from centralized procurement 
was the increase of the foreman’s ef- 
fectiveness by permitting him to con- 
centrate on production without having 
his attention distracted and his time 
taken by the necessity of having to 
handle procurement also. The saving 
in attention and in time which might be 
effected would depend upon the actual 
efficiency developed by the purchasing 
agent. Where he procured satisfactory 
materials, the effectiveness of the fore- 
man would be improved, but where the 
materials were not so good as the fore- 
man procured, the foreman’s time and 
attention would be diverted to the over- 
coming of difficulties arising from the 
use of poorer materials. 

A considerable amount of time saved 
as a result of centralized purchasing 
was, as a matter of fact, being used by 
the foreman in describing the materials 
to be purchased. This may have been 
attributable to the difficulties involved 
in measuring the quality of some of the 
materials, the measurement of which 
had not progressed beyond the use of 
the “experienced eye” of the foremen. 
A means of measuring quality of other 
materials apparently did not exist, and 
the foremen had evidently been depend- 
ing on the reliability of the vendor es- 
tablished through prior satisfactory 
relationships. The cost of preparing 
specifications would have been excessive 
under such circumstances, considering 
the small quantities of materials needed 
and the rather large variety of goods 
produced. 

Apparently some resistance had de- 
veloped among the foremen to the re- 
moval of the purchasing function from 
their control. This was no doubt at- 
tributable in part to the natural desire 
of the men to retain what they already 
had acquired and which in their own 
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minds increased their importance in the 
organization. The “pain of a new 
idea” usually has to be contended with 
when ‘a change is made. Wherever the 
service rendered by the purchasing 
agent proved to be inefficient, a real 
cause for ill will was present. 

Possibly the foremen had been re- 
ceiving commissions on purchases and 
the loss of these commissions made 
them oppose the new plan. The re- 
moval of the purchasing function from 
the foremen would have made it much 
more difficult for them to obtain com- 
missions. The discharge of foremen re- 
ceiving commissions might be proposed 
as a means of correcting this question- 
able practice, but the fact that commis- 
sions had been received by any particu- 
lar foreman would have been difficult to 
determine. Commissions are frequently 
not sought by employees, but are ac- 
tively and cleverly proffered by sales- 
men. It is a responsibility of manage- 
ment to prevent the placing of too great 
temptations before the employees, and 
the centralization of purchasing would 
remove this possible enticement. 

The general manager no doubt ex- 
pected to improve the control over 
quantity of materials purchased in sev- 
eral ways by centralizing purchasing un- 
der a purchasing agent. With central- 
ized purchasing, deliveries could be 
checked, promptness demanded, and de- 
lays eliminated. This method would 
prevent short deliveries supported by 
possible collusion on the part of fore- 
men. The tendency of foremen to over- 
buy would also be prevented. 

He further expected that payments 
would be more carefully supervised by a 
central purchasing agent than by the 
several foremen. The purchasing agent 
could see that prompt payments were 
made so that full advantage of cash 
discounts would be taken. 
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The prospect of improving the qual. 
ity price ratio on purchases was expected 
to result from centralizing the purchas. 
ing function. This would be secured 
through greater trading ability of the 
purchasing agent and his more expert 
knowledge of prices and conditions sur. 
rounding the purchases. 

However, a careful audit of these 
factors after a trial of centralized pur. 
chasing finally led the management to 
return to the former method where the 
foremen were made responsible for pur. 
chasing. In this audit the following 
questions were considered: 

1. Were best sources of supply being used 
by foremen? 

2. Were market fluctuations present in 
material prices and were these important? 

3. To what extent were price concessions 
lost which might have been gained by pur- 
chasing in large quantities? 

4. Was it practicable to attempt to pre- 
pare adequate specifications to permit central- 
ized purchasing and purchasing by means of 
competitive bids? 

5. To what extent was foremen’s time 
taken in attending to purchasing? 

6. To what extent had production been 
delayed because of poor delivery service? 

7. Were unnecessary and obsolete ma- 
terials on hand as a result of purchasing by 
foremen? 

8. Were foremen receiving commissions? 

9. Were trade discounts being taken and 
were any being lost? 

10. Had foremen shown trading ability 
and buying knowledge commensurate with 
that of a competent purchasing agent? 

The actual findings of the company 
were that possible savings on materials 
did not offset assured quality and con- 
tented atmosphere in the plant. The 
fact that the company was a craftsmar- 
ship organization where skill of em 
ployees and quality of product were of 
prime importance bore great weight in 
reaching these findings. In a concern 
where production was more standard- 
ized and where the factor of skilled 
labor was less important, the audit 


g the qual. 
aS expected 
he purchas. 

secured 
lity Of the 
ore expert 
ditions sur. 


t of these 
alized pur. 
gement to 
where the 
le for pur. 
following 


y being used 


present in 
ortant? 
» CONCEssions 
ed by pur- 


mpt to pre- 
mit central- 
y means of 


men’s time 


uction been 
ervice? 

solete ma- 
rchasing by 


mmissions? 


‘taken and 


ing ability 
urate with 
nt? 

company 
materials 
and con- 
int. The 
raftsman- 
| of em- 
- were of 
weight in 
| concern 
standard- 
f skilled 
he audit 



































would no doubt have indicated that the 
procurement function could have been 


profitably centralized. 


Tue NoNA FURNITURE COMPANY 


The Nona Furniture Company manu- 
factured reed, fiber, and rattan baby 
and doll carriages, lawn and porch fur- 
niture, house furniture, wooden chairs, 
opera seats, school desks, car seats, and 
cocoa mats. Of the company’s seven 
factories, three were located in the New 
England states, two in the Middle 
West, one on the Pacific Coast, and one 
in Canada. Its eleven distributing ware- 
houses for finished goods were located 
in the principal cities of the West, Mid- 
dle West, eastern part of the United 
States, and the eastern part of Canada. 
Of the factories located in the New 
England states, Factory No. 1 produced 
approximately $3,750,000, Factory No. 
2, $3,000,000, and Factory No. 3, 
$750,000 worth of goods. Of those in 
the Middle West, Factory No. 4 pro- 
duced $2,250,000, and Factory No. 5, 
$3,000,000 worth of goods. The other 
factories, Nos. 6 and 7, each had an 
annual production of approximately 
$750,000 worth of goods. Sales of the 
organization were between $14,000,000 
and $15,000,000. 

All factories did not produce the 
same articles. Some of the factories, 
however, manufactured products simi- 
lar to those of other factories. Three 
factories made the same kind of baby 
carriages and reed furniture, two made 
the same kind of baby carriages and 
hber furniture, four made the same kind 
of wooden chairs. Three of the fac- 
tories each had the exclusive production 
of a different article. Warehouses were 
in reality factories, and performed the 
hnishing work on approximately 50% 
of the product. Chairs, for instance, 
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were shipped from the factory to ware- 
houses for assembly and finishing. 

The material required in the manu- 
facture of the different articles varied. 
Rattan was bought in Singapore and 
China, and fiber was bought in India. 
Five or six months elapsed between the 
purchase of these materials and their 
actual use in manufacturing goods. 

It required about three months to 
make wooden furniture and opera 
chairs. Baby carriages were manufac- 
tured in about two months. Some ma- 
terials were bought in the semifabri- 
cated state and then were sent to finish- 
ing mills. The company used large 
quantities of imitation corduroy; it 
bought the grey goods from the manu- 
facturers and sent the cloth to bleachers 
and dyers to be finished. An executive 
stated that the company thus was able 
to save on the final cost of the goods 
and to obtain exactly what it wanted. 

Prior to 1919, each factory and ware- 
house purchased for its own needs. No 
purchases were made on a speculative 
basis; supplies were ordered only as 
needed to keep a three to six months’ 
requirement in stock. One year’s re- 
quirement of lumber, however, was 
stocked. Each factory and each ware- 
house had a purchasing agent. 

Until 1919 the company did not have 


‘central executive offices, although the 


general policies of the company were 
directed from its oldest plant, located in 
New England. This method of opera- 
tion had proved successful, and in 1919 
the company decided to establish cen- 
tral executive offices in one of the large 
New England cities. After the estab- 
lishment of the central executive offices, 
an effort was made to introduce stand- 
ardized methods in purchasing materi- 
als and in effecting sales. The company 
established a laboratory, and standards 
were set for raw materials. Supplies 
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were bought only after they had been 
tested and found to be suitable for the 
needs of the company. After the estab- 
lishment of the executive offices, it was 
found that some of the plants had been 
buying finishing materials at prices that 
were as much as 100% above the price 
paid by other plants. 

The company established a cost ac- 
counting system for comparison of costs 
in the different factories. It was found 
that a difference of cost was traceable 
principally to one of two causes: either 
labor was cheaper in one factory or 
warehouse than in another, or the ma- 
terials were purchased at lower prices. 
In order to overcome the inequalities in 
prices of materials, it was decided that 
the different factories and warehouses 
should pool requirements for raw ma- 
terials commonly used by all, and that 
these should be purchased by the gen- 
eral manager. No factory or ware- 
house could buy more than $200 worth 
of machinery or equipment to be carried 
on the property account without written 
authority from the executive offices. 
This restriction did not apply to operat- 
ing supplies. It did include however, 
common finishing materials such as 
paint and varnish which were bought on 
specifications. 

After making a thorough analysis 
of the products offered by different 
manufacturers, the general manager 
placed the order for all common manu- 
facturing requirements with the vendor 
who offered the product best suited to 
the company’s needs. A copy of this 
order was sent to each factory or ware- 
house, which was given authority under 
the contract to requisition a definite 
quantity. The quantities of common 
materials requisitioned annually from 
1919 through 1923 by each factory 
amounted to approximately $100,000 
for four of the factories, and $75,000 
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for the remaining three. Similar req- 
uisitions made by each warehouse were 
$25,000 annually. 

In 1924 the company had 22 persons 
purchasing for the specific needs of the 
different factories and warehouses, as 
well as the general manager who pur: 
chased for the common needs. Three 
of the men were experts who purchased 
board lumber. An agent in Singapore 
purchased all the rattan and reed re. 
quired. Each factory and each ware. 
house had its purchasing agent. 

The company had secured economies 
by purchasing common factory materi- 
als through the general manager. 

In 1924, therefore, the Nona Furni- 
ture Company considered engaging a 
purchasing agent to head a department 
which should make and control pur- 
chases centrally. The company believed 
that, if it established a central purchas- 
ing department to make the principal 
purchases for all factories and ware- 
houses, it could secure better prices on 
all raw materials required. The princi- 
pal advantage to be derived, however, 
was that of better control of inventories, 
a control which would minimize the 
total amount of money invested in raw 
materials. 

It would be difficult to obtain a man 
capable of obtaining the necessary co- 
operation of the factories and of man- 
aging a central department which would 
assume all purchasing authority. Each 
factory and each warehouse, further- 
more, had a man trained to buy materi- 
als needed specifically by it. The com- 
pany would have to bring such men to 
headquarters, or sacrifice the value of 
their experience. A system of central- 
ized control of stocks would have to 
be devised and operated in order to 
maintain effectively a central purchas- 
ing department. 

An executive of the company stated 
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that he did not consider a keen shopper 
, desirable man for a purchasing agent 
since any shrewd buyer could buy goods 
in large quantities at favorable prices. 
The company desired an engineer who 
could set up buying specifications to in- 
sure the grade of materials needed for 
each factory. It desired also a man who 
knew thoroughly all sources of supply, 
and one who could prevail upon the 
factories to use selected materials. 


Comment 


Group buying by a central agency 
finds its chief advantage in the econo- 
mies resulting from massing common 
purchases and in the capitalization of 
a higher skill in purchasing than might 
be available to any single plant in the 
group. Centralized purchasing permits 
specialization on the buying of materi- 
als in a way not possible in diversified 
purchasing. Buyers become expert in 
the purchase of classes of materials, 
follow market conditions, and develop 
reliable and economic sources of supply. 
By purchasing in large lots rather than 
in several small lots, quantity discounts 
may be obtained. Where the require- 
ments of several plants are handled 
centrally, vendors find it only necessary 
to deal with one rather than two or 
more purchasing agents. This arrange- 
ment permits the vendor to quote lower 
prices without reducing his profits. Even 
though material is purchased for a 
single plant, better prices may be se- 
cured by the central purchasing agent 
than by the local plant in certain cases 
because of the increased buying prestige 
of the larger centralized organization. 
Where similar materials are purchased 
tor several different plants by a central 
agency, all records relating to those pur- 
chases are brought together in one 
place, an arrangement which eliminates 
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duplication and makes for economy of 
time and money. Ordinarily, greater 
uniformity in quality of materials pur- 
chased will be secured in consolidating 
purchases than where purchases are di- 
versified. This in turn improves the uni- 
formity of quality of similar products 
produced by different plants. Smaller 
inventories may be carried under a sys- 
tem of centralized purchasing, where 
large lots are being bought from as- 
sured sources, since vendors are pre- 
pared to meet demands because of the 
larger stocks they carry to meet the 
larger orders, and since the market 
from which the supply can be drawn is 
broader than that which can be tapped 
by local purchasing agents. In addition, 
the resulting standardization of ma- 
terial requirements between the various 
plants reduces the diversity of materials 
and simplifies the inventories. 

On the other hand, certain disadvan- 
tages have to be recognized in central- 
izing the purchasing of materials. The 
most important disadvantage is prob- 
ably the lack of sensitiveness of the 
system. Where sufficient time exists to 
permit purchases to be made centrally 
rather than locally, purchasing by the 
central agency may be followed, but in 
an emergency or where requirements in 
amounts or character of materials are 
changing rapidly, local procurement 
must of necessity be resorted to. Where 
unimportant and dissimilar materials 
are needed by various plants in small 
amounts, it is likely that the administra- 
tive expense involved in attempting to 
purchase these centrally would be exces- 
sive. The attempt to centralize such pur- 
chasing would result in a concentration 
of detail without effecting simplifica- 
tion. 

Centralizing the purchasing function 
increases the difficulty of taking dis- 
counts, owing to the time required to 
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compare invoices with records of quality 
and quantity of goods received; there- 
fore, diversified materials required by 
different plants might better be handled 
locally. The central purchasing organi- 
zation imposes an overhead, and its ex- 
tension is warranted only when savings 
would be affected at least equal to the 
overhead added. The risk involved in 
defining materials by means of specifi- 
cations is present to a greater degree in 
centralized purchasing than in local pur- 
chasing. Where close relationship must 
exist between the source of supply and 
the processing so as to relate the char- 
acter of the material to immediate tech- 
nical requirements arising in the produc- 
tion processes, a sufficient degree of 
control is not possible with centralized 
purchasing, and local purchasing be- 
comes imperative. 

It may be necessary to give considera- 
tion to quality under an existing trade- 
mark which may be dependent upon 
material supplied from sources de- 
veloped by a local plant. In such cases 
the continuation of the purchase of the 
material by the local plant would no 
doubt be desirable in order to maintain 
the former standard of quality. Trans- 
portation costs may also make central 
purchasing inadvisable in certain cases. 
The fact that some plants have been 
paying as much as 100% above the 
prices paid by other plants does not 
necessarily mean that centralized pur- 
chasing is the only means of correcting 
this, for organized pooling of price in- 
formation between the purchasing de- 
partments of the various plants would 
tend to accomplish the same thing. 
However, where it is otherwise desir- 
able to adopt centralized purchasing, 
better and more uniform prices would 
probably be secured by this method than 
by local purchasing. 

The expectation that centralized pur- 
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chasing would effect better control of 
inventories and in turn would minimize 
the total amount of money invested jn 
raw materials is not entirely warranted. 
While centralized purchasing may be 
expected to effect a reduction in total 
inventories, the control of inventories 
is not a function of purchasing. It js 
a problem of storage, and may be 
effected through centralized establish. 
ment of order points and order quanti- 
ties. 

The company was in error in expect. 
ing to include the development of speci- 
fications as a part of the function of the 
central purchasing organization. The 
preparation of specifications is a func. 
tion of design or engineering and noi of 
purchasing. Likewise, the expectation 
that the purchasing agent should prevail 
upon the factories to use selected ma- 
terials is not sound, since this also is 
an engineering function. It is probable 
that with centralized purchasing the 
tendency would be to attempt to stand- 
ardize materials between plants wher- 
ever possible, an effort in which the 
purchasing agent and the _ engineer 
would cooperate. 

The executive of the company who 
did not consider a keen shopper a de- 
sirable man as a purchasing agent was 
disregarding the frequent presence of 
bargaining zones in purchasing. 

The company favored buyers famil- 
iar with the individual needs of each 
factory and warehouse rather than buy- 
ers who specialized in terms of materi- 
als. Specialization in materials, how- 
ever, permits the buyer to study the 
condition of the market and the source 
of supply and to place his orders to the 
best advantage to secure maximum 
price saving, market concessions, and 
deliveries. 

The company actually decided to 
establish a central purchasing depart: 
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ment, and selected a man from its own 
organization to head it. Initially, the 
department was to consist of the pur- 
chasing agent, two assistants, and three 
or four clerks. Small articles of hard- 
ware and lumber were to be purchased 
by each factory as had been done in the 
past, and at first only materials which 
were common to two or more factories 
were to be bought by the central pur- 
chasing agent. The department was to 
purchase in terms of materials and was 
not to undertake any engineering or 
storage functions as had been originally 
suggested. No effort was to be made to 
make speculative purchases; the policy 
adopted was to purchase for immediate 
needs only. No effort was to be made 
to operate a central warehouse for raw 
materials, although some of the raw 
materials such as rattan and reed were 
to be sent to one of the factories lo- 
cated in New England where this ma- 
terial would be selected and treated. 
The company expected that the savings 
made by the new central purchasing de- 
partment would pay the cost of the de- 
partment and would result in greater 
efficiency. 

A survey of the case and the advan- 
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tages and disadvantages which have 
been enumerated would tend to substan- 
tiate the belief that the company acted 
wisely. It is to be expected that the 
plan would develop further so that 
materials common to more than one 
plant and at least some of the important 
materials, even though used by only 
one plant, would be purchased by the 
central organization. Such plan would 
leave to the local plants the purchase of 
emergency materials and those rela- 
tively unimportant materials needed in 
small quantities at each plant. 


Summary 


Certain general conclusions regarding 
centralized purchasing may be drawn 
from the study of these two cases. In 
a single plant or group of plants the 
principal advantage lies in the econo- 
mies which result in combining common 
purchases and in the application of 
greater skill in purchasing than is likely 
to be available where the function is 
diversified. The principal disadvantage 
is a lack of sensitiveness which makes 
it dificult to meet varying quantity and 
quality requirements for materials. 





> 


THE SELECTION OF A BANK 


THE wise business man of today se- 
lects his bank quite as truly as his 
bank selects him; and he makes his 
choice with the same care that he makes 
his other connections. He realizes that 
adequate banking connections are a 
needed supplement to proper manage- 
ment and methods in successful busi- 
ness operation. 
_ Banking connections, once  estab- 
lished, normally remain unchanged. Cir- 
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cumstances sometimes arise, however, 
which may make the selection of a new 
bank necessary: the bank first selected 
may be unable to loan the desired 
amounts; the loan policy may undergo 
some unwarranted change; relocating a 
factory’s offices may make a change in 
banking connections expedient; personal 
relationships may enter; or the factory 
executive may feel that a new connec- 
tion will be advantageous in view of 
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changing methods both in banking and 
in business. 

The case of the Ardley Paper Com- 
pany is illustrative of the problem of 
the concern or individual who desires 
to establish new banking connections. 
The factors determining the choice of 
a bank when changing, moreover, are 
identical with those determining the 
choice of a bank for the first time. 
Hence, the principles of the case evi- 
dence the possibility of broad applica- 
tion. 


ARDLEY PAPER COMPANY CASE 


In 1920 Joseph Ardley formed the 
Ardley Paper Company with a capital 
of $35,000 for the manufacture of 
paper boxes and paper specialties. As 
president and owner, he planned to ex- 
pand the business out of earnings. The 
factory was in a small town, with the 
sales office in an adjacent large city. 
The company produced only upon order 
and purchased raw materials as needed. 
By 1925, through a conservative policy 
of reinvesting of earnings, the capital 
of $35,000 had been increased to 
$210,000. 

From time to time the company had 
borrowed, on collateral, small amounts 
from its bank and had always paid when 
due. This borrowing was primarily to 
establish its financial position. In 1926, 
however, the company needed to bor- 
row $20,000 for working capital; but 
when Mr. Ardley applied for an unse- 
cured loan, the bank refused any loan 
unless secured by collateral. 

Following this refusal, Mr. Ardley 
decided to change his account, which 
averaged from $15,000 to $20,000, to 
some other bank which would meet his 
requirements. The following banks 
were conveniently located near the sales 
office: the Stewart National Bank, the 


Sterling National Bank, the Blair 
Drummond Trust Company, and the 
Dundee Trust Company. Mr. Ardley 
made inquiries concerning these banks 
and secured a balancé sheet of each, 

All the banks, with the exception of 
the Stewart National, paid, according 
to the clearing house agreement, 2% on 
deposits with an average monthly bal. 
ance over $500. The Stewart National, 
however, paid no interest on deposits, 

The vice-president of the Stewart 
National said that they were willing to 
finance seasonal requirements, but that 
they did not accept accounts which 
would be accompanied by requirements 
for permanent loans. The stock, par 
value $100, sold at $1,110 to $1,130 
per share. The balance sheet of the 
bank was as shown in Table I. 

The vice-president of the Sterling 
National Bank told Mr. Ardley that 
they laid more stress upon the character 
of the management of the borrowing 
company than upon its balance sheet. 
He illustrated the bank’s libera! loan 
policy by citing several instances when 
the bank had loaned up to several times 
the capital of the borrowing company 
because of the bank’s belief in the abil- 
ity of the management and the sound- 
ness of the requirements. The officers 
and directors, who were men of wide 
experience in different fields of business, 
attempted to anticipate the trend of 
business, to advise customers according 
to the forecasts, and to warn customers 
in advance of any proposed reduction 
in loans. ; 

The Sterling National Bank carried 
a relatively small proportion of United 
States securities and other investments 
in corporations and foreign govern- 
ments. Loans and discounts included 
about $6,800,000 in foreign bills and 
$10,200,000 in real estate loans. The 
stock of the bank, par value $100, sold 
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at $330 a share Its balance sheet is 


shown in Table II. 

After talking to the president of the 
Blair Drummond Trust Company Mr. 
Ardley was of the opinion that the out- 
standing features of this bank were that 
it considered of great importance the 
good will of all individual depositors, 
and that it had a trust department 
which tended to stabilize the earnings 
of the bank. The stock, $100 par 
value, was selling at $265. The bal- 
ance sheet of this bank was as given in 
Table III. 

The stock of the Dundee Trust Com- 
pany was selling at $375 ashare. It had 
deposits of $21,000,000, with a capital 
of $1,275,000 and a surplus of $1,700,- 
ooo. It seemed, therefore, that the po- 
sition of the bank was reasonably sound. 
Mr. Ardley considered that the manage- 
ment of the Dundee Trust Company was 


progressive. He also found the officers 
more accessible and alert in attending 
to his questions than were those of the 
other three banks. Mr. Ardley judged 
that his deposit of $15,000 or $20,000 
would be of more importance to a bank 
of the size of the Dundee Trust Com- 
pany than to one as large as the Sterling 
National Bank. Two of the directors 
of the bank were officers of large paper 
manufacturing companies. The balance 
sheet of this bank given in Table IV. 


Commentary 


The refusal of the loan which caused 
the Ardley Paper Company to change 
banks illustrates a common misconcep- 
tion in establishing a line of credit. 
Mere borrowing against collateral does 
not establish a line; loans without se- 
curity are essential to establish and 
maintain a line of credit. The com- 


Tas_e I. Srewart NATIONAL BANK BALANCE SHEET AS OF SEPTEMBER 28, 1926 
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pany should have made a definite agree- 
ment with the bank, and then kept the 
granted line of credit open by using it. 

Inasmuch as Mr. Ardley decided to 
make new banking connections, how- 
ever, he should consider such factors as 
(1) size, (2) location, (3) financial 
condition, (4) line of credit agreement 
offered, (5) type of bank, (6) loan and 
investment policies, (7) service, and 
(8) reputation. 

Size. Connections should not be es- 
tablished with a bank which has a di- 
rect loan limit below the possible needs 
of the business. Although some states 
permit straight loans to individuals to 
15%-20% of the bank’s capitalization, 
most states agree with the National 
Bank Act, which limits loans as shown 
in Table V. 

Since the smallest capital investment, 
that of the Dundee Trust, is over $3,- 
500,000, this table shows that any of 
the banks under consideration has a 
loaning power far above the needs of 
the Ardley Company. 
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Size beyond the necessary loaning 
power possesses both advantages and 
disadvantages. The large bank may 
have diversified loans, both as to in. 
dustry and locality, and thus possess 
stable loaning power, whereas a bank 
with specialized loans may be hard 
pressed by business fluctuations. The 
large bank is frequently able to give 
additional services. Furthermore, jt 
may be well and favorably known both 
in its own and other localities; this fact 
may contribute considerable prestige, in- 
asmuch as the mere name may make a 
favorable impression when used in busi- 
ness transactions, particularly when es- 
tablishing new connections. 

On the other hand, in smaller banks 
the small account is of greater relative 
importance; hence the bank will be 
more vitally interested in the welfare 
of the borrower. Frequently, the small 
banker will have a more complete grasp 
of all the details of the account, al- 


1 See discussion under “Service.” 


Tase II. Srertinc NATIONAL BANK BALANCE SHEET AS OF SEPTEMBER 28, 1926 
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Cash and Due from Banks 
U. S. Securities 
Investments 
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Accrued Interest Receivable 
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$311,105,282.18 
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$ 3 7,842,551.60 
1,606,103.44 
234,391,150.03 
14,639,687-72 
733:344-4! 
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though most large banks give the same served. However, since all of the 


, loaning ersonal attention by placing one officer banks considered by the Ardley Com- 

> om : charge of a small group of accounts. pany are near by, none has any com- 

- gn Y Location. Selecting a bank near the petitive advantage in this respect. 

tad place of business will conserve the time Financial Condition. Strength de- 

, e 7 of those handling the daily transactions pends not upon size but upon manage- 
b be of the business. A greater advantage ment. The analytical study of the bal- 
oo lies in the lessening of possible loss by ance sheet may reveal effects otherwise 


yg ov theft—a very real factor if much cash unnoticed. However, a single state- 
give ; handled. Furthermore, patronizing ment has only a limited significance, as 
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Taste IV. Dunpez Trust Company BALANCE SHEET AS OF SEPTEMBER 28, 1926 





ASSETS 


Cash in Office and Banks .$ 3,924,186.63 
[ 4344,192.84 
Loans on Time 14,333»793-85 
Customers’ Liability on 
Acceptances 
Investments (Govern- 
ments and Municipals) 
Bank Acceptances Sold 
with Endorsement. ... 
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be much more valuable, since it would 
reveal trends and tendencies. 

The ratio of capital investment 
(stock, surplus, and undivided profits) 
to total deposits is important from the 
depositor’s point of view. This is called 
the “ratio of protection” or the “mar- 
gin of safety,” and shows the possible 
shrinkage in the assets before the loss 
falls on the depositors.? 

Table VI summarizes a study made 
by the Federal Reserve Bank of New 
York City during 1924, showing the 
normal tendency among member banks. 

These ratios support the generally 
accepted rule of thumb that this ratio 
should not fall below 5:1 or go above 
10:1. The lower ratio indicates insuf- 
ficient business for the capital invested, 
while the higher ratio shows a tendency 


toward overextension and an insufficient 
margin of safety for the protection of 
depositors in event of failure. The 
“margins of safety” in the banks under 
consideration are as shown in Table 
VII. 

The low ratio of the Stewart Na- 
tional Bank may be attributed, in part 
at least, to the type of accounts handled 
and to the conservative character of the 
institution. The Blair Drummond Trust 
Company shows an overextension on a 


2 The assets may shrink more than the amount of 
the capital investment before the depositors suffer, 
since the stockholders have double liability to the 
extent of their stock. This double liability does not, 
however, extend over surplus and undivided profits. 
With other conditions equal, it is thus safer to 
deposit in a bank the net worth of which is chiefly 
represented by stock than in one having a very 
large surplus. 


Taste V. Wuat a Nationa, BANK May Loan To ONE CusTOMER 
(Expressed in terms of the percentage of its capital and surplus) 
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tration tration 
2 3 


Tilus- 
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(A) Accommodation or straight loans 
(B)*Notes secured by warehouse receipts, etc 


5 
(C) Notes secured by a like face amount of government obligations... . 10 15 


(D) Bills of exchange drawn against actually existing values 


(E) Commercial or business paper of other makers 


5% 5% 
20 15 


— 
—_——- 


357% 35% 


No limit imposed by law 
No limit imposed by law 





*Under modifications of this ruling (Sec. 5200) by the McFadden bill, national banks may loan successive increments of 5% of their 
capitalization, apy the security rises in the same margin above the loan. Hence a bank may loan 50% of its capitalization to one 


individual on t 


is type of note, provided a margin, above the note, of 55% of the value of the goods is maintained. 
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TasLe VI. Ratio or Gross Deposits TO THE SuM OF CaPITAL, SURPLUS, 
AND UNDIVIDED ProrFits 








Banks having time deposits less than 25% of total deposits.............. ee de aid ened eee saan 6.4:1 
Beaks having time deposits from 25-49.9% Of total deposits............:.cecec ee cee cen eeeeeecenes 6.3:1 
Banks having time deposits from 50-74.9% of total deposits. .............. cee eens ence e eee eeeeenee 70:1 
Banks having time deposits from 75-100% of total deposits...............cseeecereeceesseeneeeees 8.071 





low capitalization, which results in in- 
sufficient protection to its deposits. The 
Sterling National and the Dundee Trust 
correspond closely to typical figures of 
Table VI. Either would meet the needs 
of the Ardley Paper Company. 

The ratio of loans to deposits may 
help discover any tendency toward over- 
lending, but this test is less satisfactory 
in that the ratio usually varies with the 
periods of the business cycle. In a com- 
parison between banks, however, a low 
ratio indicates a conservative loaning 
policy. This ratio for the four banks 
is as given in Table VIII. 

The ratio of the Stewart National 
shows conservatism, but there seems to 
be little choice between the other banks 
in this respect. 

A conclusion as to the financial 
strength, based entirely upon such a 
mathematical treatment, should not be 
arbitrarily accepted, since a bank’s 
strength depends far more on the qual- 
ity of its loans than upon their quantity. 
lhe quality of a bank’s loans cannot be 
determined by the prospective customer. 
lhe only available criteria are the char- 
acter of the present clientele and the 
seeming ability of the management of 


the bank; but these also lack conclusive- 
ness. 


Line of Credit Agreement Offered. 
The agreement on the probable terms 
of the credit line is usually informal, 
but such agreements are rarely broken 
without cause. Before definitely choos- 
ing a bank, Mr. Ardley should secure 
more information on the probable 





terms, since the conservative banks may 
hesitate to loan the amount needed and 
since the customs as to the type of paper 
accepted may vary. ‘The interest rates 
are doubtless the same. Since all but 
the Stewart National. pay 2% on de- 
posits, this one factor counts heavily 
against this bank. Bargaining about the 
terms on which credit is granted may 
be possible, but it is improbable that in 
the long run it would prove profitable. 

Type of Bank. Under present laws 
there is little to choose between state 
and national banks. Membership in 
the Federal Reserve System is not of 
prime importance to the depositor; 
points for and against membership are 
chiefly “banker’s’”’ and not ‘‘depositor’s”’ 
arguments. However, the member bank 
has some advantage in times of stress 
in its ability to secure additional credit 
through rediscounting. All of the banks 
considered are members of the local 
clearing house. Such external connec- 
tions are less important than internal 
methods and policies. 

Loan and Investment Policies. The 
banks under consideration illustrate 
what might arbitrarily be called the 
“four classes” of commercial banks. 
The Stewart National is a ‘bankers’ 


Tasie VII. Ratio oF Deposits To CAPITAL 
INVESTMENT 








Deposits Capital 


Investment 
Stewart National.............. 4.1 to 1 
Sterling National.............. 6.4 to 1 
Blair Drummond Trust........ 12.6 to 1 
RO eee 5.6 to 1 
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Tasie VIII. Ratios or Loans To Deposit 








Deposits 
Stewart National ; to 1 
Sterling National ‘ to 1 
Blair Drummond Trust ‘ to I 
ED IE, oo ccc wey seconen ; ee 





bank” as evidenced by the preponder- 
ance of balance sheet items pertaining 
to other banks. The Sterling National is 
more purely a “commercial” type, deal- 
ing with the financial affairs of indus- 
trial firms. The Blair Drummond rep- 
resents, in total, a ‘‘trust” type, since its 
commercial interests are little more im- 
portant than its trust activities. The 
Dundee Trust might be called a “con- 
servative loaning” type. This classifi- 
cation suggests the interests and the 
type of specialization of each bank, 
and the industrial borrower should se- 
lect a bank whose interests match his 
own. 

The comparative stress placed on 
loans and investments is the key to 
bank policy. Is the bank— 


as 
to 


and 
Investments ? 


or 
Conservative 


Liberal | 


| Loans 


Table IX illustrates the respective 
policies of the four banks. 

The Stewart National is conservative 
in both loans and investments, as the 
loans are not twice the investments; 
these investments are shown by the bal- 
ance sheet to be chiefly government se- 
curities. The Sterling National ratio 
shows a liberal loaning policy; this fact, 
coupled with the make-up of the invest- 
ments, shows a lack of conservatism on 
the part of the management. The Blair 
Drummond’s overloading in the com- 
mercial department is somewhat offset 
by the investments of the trust depart- 
ment. Conservative practice appears 
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in the Dundee Trust investments a; 
loans are the predominant feature. 

The Ardley Paper Company will find 
connections with either the Stewart Na. 
tional or the Blair Drummond Try 
undesirable, since one specializes on 
banker’s accounts and the other js 
largely a trust type. Neither meets the 
industrial borrower’s needs. 

Service. Loaning of money, how. 
ever, does not complete the bank's func. 
tions. A large part of the bank’s value 
lies in its ability to give complete credit 
information, advice on general business 
conditions, and expert service along 
financial lines. 

The larger banks usually have more 
complete credit files. Many render val- 
uable aid in business forecasting. Us. 
ually the large bank with its specialized 
experts can best help in building new 
financial policies if a new market or a 
new product is developed or a new 
credit policy is instituted. 

Size, however, may be outweighed by 
familiarity with the problems of the 
particular business. In comparing the 
Sterling National and the Dundee 
Trust, the large bank promises valuable 
aid in business and financial policies and 
in forecasting, but the Dundee Trust 
more than offsets these advantages by 
familiarity with the business of the Ard- 
ley Paper Company. The fact that two 
of the bank directors know the paper 
business promises valuable trade infor- 
mation and possible advantageous busi- 
ness connections. 

Reputation. This last factor in the 


Tasie IX. Ratios oF Loans TO INVESTMENTS 








Stewart National 

Sterling National 0: 

Blair Drummond Trust—Commercial Dept. 19.5:1 
Bank Total : 

Dundee Trust 
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selection of a bank really arises from 
al] of those preceding. Market price 
of the bank’s stock indicates the stock- 
holder's opinion, but this is of little 
value to the borrower. General opinion 
from the “man in the street” may in- 
dicate the reputation of the bank ofh- 
cers. But the opinion of the actual cli- 
entele of a bank is the best indication of 
the bank’s record of service; successful, 
progressive patrons argue a successful, 
progressive bank. Further, if many 
clients are in the same industry, the 
bank’s ability in this field is well sug- 
gested. 

Summary. A summary of these fac- 
tors of selection shows the Stewart Na- 
tional unfitted for the needs of the Ard- 
ley Company. It is interested in inter- 
bank accounts, is expensive, in that it 
pays no interest on deposits, has a very 
conservative loaning policy, and would 
make few concessions for so small an 
account as Mr. Ardley’s. The Blair 
Drummond Trust is overextended and 
somewhat unsafe; its trust department 


PRICE REVISION IN 


TT? problems arising from the neces- 
sity of revising prices downward to 
meet changing conditions may face a 
manufacturer or dealer at any period of 
the business cycle. At the beginning of 
a depression, of course, when the whole 
price structure is sagging, there are few 
concerns which do not have to consider 
the matter. Even at other times, how- 
ever, On account of present or potential 
competition, many companies must make 
price cuts, or at least must think seri- 
ously about such action. The three 
cases here considered represent condi- 
tions existing in various trades, condi- 
tions which tend to obscure the questions 





influences its operations; and it can 
give little extra service to the Ardley 
Company. 


Loans could be readily secured from 


the Sterling National, and it promises 
many additional services. 
its ultraliberal loan policy contains a 
considerable element of risk. In con- 
trast with this bank is the Dundee Trust 
Company. It is small enough to appre- 
ciate the Ardley Paper Company’s ac- 
count; although conservative and some- 
what backward in matters of modern 
policy, it is willing to carry the loans 
and it is safe; its outstanding advantage 
is its familiarity with the business 
through its two directors who are in 
the paper business. 


However, 


It appears, then, that the solution of 


the problem confronting the Ardley 
Paper Company most likely to yield 
maximum benefits is the selection of the 
Dundee Trust Company. Though for 
other companies the solution might vary, 
the underlying principles governing the 
selection of a bank remain unchanged. 


FALLING MARKETS 


of price policy but which bring out the 
complexities of the matter. 


The Drayton Piano Company was 


faced with the protection of dealers 
who had sold a large volume of mer- 
chandise on the installment plan; the 
Dameron Shoe Company was operating 
in a trade wherein the style cycle moves 
rapidly; and the Avalon Company oc- 
cupied a semimonopoly position arising 
from patent protection. 


THE DRAYTON COMPANY 


The Drayton Company, located in 


Cincinnati, manufactured and distrib- 
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uted high-grade pianos. The rapid in- 
crease in cancellations and the inability 
to get new orders, which followed the 
recession in business prosperity in 1920, 
caused the management to decide that 
a reduction in prices was necessary. 

This company manufactured a com- 
plete line of upright and grand pianos. 
Each of these models could be pur- 
chased with a mechanical player attach- 
ment or a more expensive reproducing 
mechanism. Upright pianos comprised 
75% of the pianos sold, the remaining 
25% were grand pianos. The Drayton 
Company’s pianos were reputed among 
musicians to be of good quality and 
workmanship. The company sold its 
pianos at a mark-up of approximately 
40% on cost. It was customary for 
retailers to determine their selling prices 
by marking up their cost prices 100%. 
Retail prices ranged from $500 to 
$2,400. By far the larger proportion 
of the company’s sales were of pianos 
in the lower part of this price range. 
The gross value of sales made during 
1919 was in excess of $250,000. 

Four salesmen were employed by the 
company, and occasionally the president 
visited customers. The sales force 
solicited orders directly from musical 
instrument dealers throughout the 
United States. The company’s clien- 
tele, in 1919, was composed of 200 cus- 
tomers. It limited its advertising to 
dealer helps and to insertions in trade 
papers. 

In the latter part of 1920, cancella- 
tions of orders increased rapidly, and 
salesmen failed to secure new orders. 
The inventory of finished goods or stock 
in process at that time amounted to 500 
pianos. This represented an inventory 
carried, at cost, of approximately $107,- 
000. The company, moreover, had 
made commitments for raw material at 
high prices, and the president did not 
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refuse these orders, in spite of the fact 
that a large inventory of high-priced 
raw material would result. He was up. 
decided whether to make a drastic cyt 
in prices at once, in order to dispose of 
the existing stock, or to lower prices 
gradually as raw material costs de. 
clined. At that time, a musical instry. 
ment retailer not among the company’s 
regular customers submitted an offer to 
buy a number of pianos equivalent to 
5% of the existing inventory, if the 
price were reduced approximately 40%. 

The Drayton Company had urged 
the maintenance of retail prices by 
means of educational material which it 
sent to dealers, but its actual power of 
enforcing the price was limited, particu- 
larly since no consumer advertising was 
carried on. The president stated that 
the difficulty of enforcing a retail price 
was augmented by the widespread in- 
ability of consumers to judge correctly 
the value of a piano. It was a practice 
among a few musical instrument retail- 
ers to sell low-grade pianos, by persist- 
ent sales efforts, for the same price for 
which high-grade pianos such as the 
Drayton were sold. 

After a consideration of the factors 
involved, the Drayton Company de- 
cided on an immediate reduction of 
10% in prices to retailers, but that fur- 
ther reductions were to be tempered by 
the condition of the raw material mar- 
ket. The president refused an offer for 
5% of the inventory at 40% reduction 
from the previous wholesale price. The 
total price cuts made during the depres- 
sion amounted to 25%. 


Comment 


At a time when a marked change in 
business conditions occurs, a manufac: 
turer should think seriously of drastic 
price reductions. Frequently, in busi- 
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ness depressions, the firms which un- 
load first come out in better shape than 
those which hesitate to meet the issue 
courageously. : ¢ 
like pianos, where demand is relatively 
‘nelastic, the manufacturers who are 
‘1 the vanguard of a downward price 
trend possess a competitive price ad- 
vantage over those who merely follow 
‘t. In the case of the Drayton Com- 
pany, however, the decision to reduce 
prices cautiously and gradually seems 
justified in view of attendant circum- 
stances. 

A severe slash in prices made at 
once would have entailed heavy losses 
because of the protracted period of 
manufacture in the piano industry. If 
such reduction were to be made, a loss 
would have to be taken on_ finished 
stock, goods in process, and inventories; 
in addition, because of raw materials on 
order, further losses could be expected 
during the succeeding six or nine 
months. 

The decision in regard to the ques- 
tion of price revisions cannot safely be 
made by a manufacturer without con- 
sidering his need for protecting chan- 
nels of distribution. This duty must be 
fulfilled during periods of depression. 
even though it might be to the tem- 
porary advantage of his company to ex- 
tend its field of sales effort through price 
reductions. If such course is followed, 
the company must consider the amount 
of stock in dealers’ hands and the efforts 
that the dealer can make to liquidate 
his high-priced inventory. The amount 
of inventory will determine, to a large 
extent, the allowances that the company 
should make to reconcile past purchases 
to the proposed price level. In consid- 
ering the amount of inventory in deal- 
ers’ hands, the manufacturer will have 
to determine the normal size of stock 
each retailer should carry. If the sales- 





Even for luxury goods 


men are in the habit of overloading the 
retailers, the company will have to rec- 
ognize this fact in setting a normal 
amount. In this connection, too, the 
company should attempt to avoid a 
price policy which would cause dealers 
to make unwarranted speculative pur- 
chases, not only because future orders 
would be curtailed, but also because 
dealers might become financiaily embar- 
rassed in the event of an extended pe- 
riod of depression. 

A further complication is encoun- 
tered in the piano business by the pres- 
ence of installment sales. The retailer 
will be limited in his action by the 
amount of such sales he has outstand- 
ing. If he attempts to pass on to the 
consumer the advantage of the price re- 
duction, it will often be necessary to 
make certain adjustments to those pur- 
chasers who are still paying for pianos 
on the installment plan. A refusal to 
do so may result in returns of a consid- 
erable volume of merchandise already 
sold. For example, if the price of the 
$500 upright model were to be reduced 
by $100, a customer who had paid $10 
a month on a similar model purchased 
five months previously would refuse, in 
all probability, to make further pay- 
ments. Although by purchasing another 
piano of the same type he would lose 
the $50 he had paid, he would save $50 
because of the price reduction. Such 
situations would cause the retailer to 
appeal to the company for additional 
adjustments. 

The Drayton Company should at- 
tempt to formulate its price revision 
carefully so that the prestige and repu- 
tation of the piano will be preserved. 
The president’s decision to make the re- 
duction gradually over an extended pe- 
riod of time seems to be the best plan 
in this case. In so doing, the Drayton 
Company avoids taking extreme losses 








362 HARVARL BUSINESS REVIEW 


on process stock and protects its cus- 
tomers in their sales to the public on the 
installment plan. It does, however, in- 
cur the cost of carrying the expensive 
inventory, since sales will probably be 
restricted. Since the company does not 
engage in consumer advertising, it must 
arrange with its dealers to stress the 
quality throughout the period of price 
changes, so as not to confuse its quality 
piano with other cheaper and inferior 
ones. Such a course of action will call 
for a careful study and cultivation of 
the company’s distributors. 


THE DAMERON SHOE COMPANY 


In May, 1920, the Dameron Shoe 
Company, which operated a retail store 
advantageously situated in the Loop 
district of Chicago, decided that its in- 
ventory was too large. The firm sold 
merchandise of high quality, and em- 
phasized distinctiveness in style as a 
selling appeal. Retail prices of shoes 
ranged from $8 to $20 a pair. The 
Dameron Shoe Company attracted an 
exclusive class of customers, and had 
established a reputation for fine shoes, 
all of which were sold under the store’s 
own brand name. 

In the latter months of 1919, and in 
the early part of 1920, the sales of the 
store showed an unusual increase. Prices 
were advancing, and the management 
of the Dameron Shoe Company inter- 
preted these signs as an indication that 
the period of prosperity was to con- 
tinue. Stores that sold merchandise in 
which style was featured usually placed 
most of their orders for spring delivery 
in the fall, and the orders for fall de- 
livery in the spring. Until the latter 
part of 1919, however, it had been the 
policy of the Dameron Shoe Company 
to place orders frequently throughout 
the year in order to have the stock con- 


form to changing style tendencies, Py. 
chases in excess of requirements occa. 
sionally had been made, when it ap- 
peared evident that a speculative prof 
could be realized through the apprecia. 
tion of inventory on a rising market, 
That policy was followed during the lat. 
ter part of 1919 and in 1920. Cong. 
quently, it was impossible to give the 
customary consideration to the style ele. 
ment. A class of customers who in 
normal times obtained shoes from me. 
dium-price stores could then afford to 
make purchases at the Dameron Shoe 
Company’s store. These additional 
sales enabled the company to secure a 
high rate of stock-turn, in spite of its 
temporary departure from former mer- 
chandising methods. 

In April, 1920, when the manage. 
ment realized that a general depression 
was imminent, the store had accumv- 
lated, as a result of this purchasing pol- 
icy, the largest inventory ever held. 
This abnormal stock and falling retail 
prices caused the company to decide on 
an immediate price reduction of 20%. 
As a result, the sales of June, 1920, the 
month in which the reduction was taken, 
proved to be larger than the sales dur- 
ing any other month of 1920 or 1921. 
The management was convinced that 
the net loss was ultimately less than if 
the reduction had not been made 
quickly. 

Comment 


The correctness of the decision of the 
Dameron Shoe Company on the matter 
of price revision turns on two general 
factors: first, the effect of the reduc- 
tion on the prestige of the store, and 
second, the relation of the price revision 
to the merchandising policy. These two 
considerations determine the ultimate 
success or failure of the policy of price 
reduction. 
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The prestige of the store may be af- 
fected either by a slash in prices or by 
an attempt to maintain them. A dras- 
tic cut may tend to injure the goodwill 
of the company. The store had suc- 
ceeded in building up a reputation for 
distinctiveness and had attracted a cli- 
entele to whom the quality and style 
appeal was of more importance than 
price. Thus, if emphasis were to be put 
on price, the Dameron Shoe Company 
would be stressing an appeal quite for- 
eign to its usual policy. On the other 
hand, if prices were not cut, the inven- 
tory would continue high, and the com- 
pany would be prevented from stocking 
new goods and from keeping abreast of 
the style cycle. In either case the com- 
pany would be facing the danger of in- 
juring its prestige. The importance of 
reducing inventory, however, in order 
that leadership in distinctiveness and 
quality may be maintained, leads to the 
conclusion that the management was 
justified in deciding on a cut in prices. 

Another set of considerations to 
which the company should have looked 
in determining the timing and extent of 
the price revision involves stock-turn 
and inventory risk. Not only does a 
high stock-turn permit a greater utiliza- 
tion of capital and avoid a frozen in- 
ventory, but it tends to reduce the style 
risk, one element of which is the danger 
of an obsolete stock. This is especially 
important to the Dameron Shoe Com- 
pany, since its primary appeal is one of 
quality and distinctiveness in style. A 
price reduction that can eliminate a 
large percentage of the style loss will 
contribute to the successful operation of 
a business of this type, even though 
such reduction does not take place in a 
falling market. In a falling market, 
therefore, where the dangers of loss 
are augmented by the general disinclina- 
tion to buy, an intelligent analysis of the 
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situation and the selection of the proper 
policy to follow in revising prices are 
invaluable. 

In general, it is safe to say that in a 
retail business with a considerable style 
risk, it is advisable to take a reduction 
at the beginning of the depression and 
by so doing eliminate much of the diffi- 
culty that may accompany a later re- 
duction. Losses that are sustained in 
this process can gradually be recouped 
by increased sales made at prices based 
on replacement cost. Since replacement 
cost is the minimum limit to which gen- 
eral prices can fall, the company pricing 
on this basis is placed in a position as 
favorable as is any of its competitors 
and can emphasize to the full its par- 
ticular appeals. 


THE AVALON COMPANY 


The Avalon Company had manufac- 
tured wire nails for shoes for about 35 
years previous to 1922. When the 
manufacture was first undertaken, a 
patent on the product had been ob- 
tained. The original product had been 
improved at the expiration of the pat- 
ent, and a second patent secured which 
had expired in 1920. Distribution of 
the nails was effected through wholesal- 
ers of shoe and leather findings, hard- 
ware, groceries, woodenware, and no- 
tions. Orders were received from the 
wholesalers by mail. Two representa- 
tives were employed by the company 
who called upon wholesalers but did 
not solicit orders. The company had 
gained so strong a position during the 
period of patent protection that later 
efforts of competitors to supplant the 
Avalon Company’s products with their 
own had been unsuccessful. 

The prices of the company’s prod- 
ucts to wholesalers were based on list 
prices at which the wholesalers were ex- 
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pected to sell to retailers. No quantity 
discounts were allowed the wholesalers, 
but the company suggested to them a 
schedule of quantity discounts for pur- 
chases made by retailers. The Avalon 
company sold to wholesalers at a dis- 
count of 20% and 7%4% from the list 
price. This arrangement afforded the 
wholesalers a margin of 26% if they 
maintained the suggested list prices. In 
May, 1922, the best selling product of 
the company was sold to wholesalers at 
the regular discount from a list price of 
18 cents a pound. At that time the 
price which the company paid for wire 
was reduced from 5% cents a pound to 
3 cents a pound. Such reduction and a 
decrease of 10% in the rate of wages 
paid its employees allowed the company 
to reduce its list price from 18 cents a 
pound to 15 cents a pound. The com- 
pany was desirous of accomplishing 
that reduction without causing its cus- 
tomers loss on the stocks they had. 
One plan suggested was reducing the 


list price gradually, one cent at a time. 
Such procedure would reduce the whole- 
saler’s margin by from 4% to 5% on 


the nails that he had in stock. It was 
estimated that approximately one year 
and a half would be required to reduce 
list prices to 15 cents a pound in this 
manner. Another plan was to reduce 
the list price from 18 cents to 15 cents 
immediately and to allow each whole- 
saler, during a limited period, to pur- 
chase a quantity of nails equal to three 
months’ requirements at the regular dis- 
count from a list price of 13 cents a 
pound. The “three months’ require- 
ments’ to which a customer was en- 
titled were determined from his aver- 
age three months’ purchases during the 
preceding five years. 

The company decided to adopt the 
latter method, and estimated that if 
each wholesaler placed an order for the 
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quantity of nails which he was entitled 
to purchase at the reduced price, the to. 
tal orders would amount to approxi. 
mately 1,000,000 pounds. 

Although the company was obliged 
to reduce the orders placed by a fey 
wholesalers who asked for more nails 
than they were entitled to obtain, the 
total orders received equaled only about 
one-third the above quantity. No dis. 
satisfaction at the action of the com. 
pany was expressed by any of the whole. 
salers. 


Comment 


The Avalon Company, operating un- 
der the protection of a patent, had built 
up such a strong position that, even 
after the expiration of the patent, the 
company enjoyed considerable freedom 
in its price policy. This favorable po- 
sition was the result of the careful and 
judicious merchandising of a good prod- 
uct, and an equally good procedure 
should be followed to permit the main- 
tenance of such advantage. While the 
company enjoyed greater freedom in 
the short run, its long-run policy should 
be governed by proper merchandising 
methods. In 1922 the Avalon Con- 
pany had come through the years of 
poor business, and the market was rela- 
tively strong. Therefore, the significant 
principle of this case is not one of neces- 
sity as in the case of the Dameron Shoe 
Company, but one of policy and success- 
ful competition. The entire reduction 
was represented by lowered manufac- 
turing costs, and it is probable that com- 
petitors were able to benefit proportion- 
ally. Hence, to maintain its strategic 
position in the trade, the Avalon Com- 
pany should have cut prices. 

The chief question is how to pass 00 
to the dealers and eventually to the con- 
sumers the reduction in price. The 
Avalon Company, dependent on whole- 
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galers for its entire distribution, would 
have to consider that the dealers are 
carrying stocks of goods and that any 
revision of prices must be adjusted so 
that the wholesalers will not suffer a 
loss on the stocks that they are carry- 
ing. Thus, the problem resolves itself, 
not only into one of competition and 
policy, but also into one of protecting 
the dealers against inventory loss. By 
the first plan suggested, the Avalon 
Company would have required about 
, year and a half to accomplish the 
reduction, whereas the plan they ac- 
cepted was put into effect in a month. 
The plan of the company to sell below 
the new list price was wise in that it al- 
lowed the dealers to adjust their in- 
ventories to a level commensurate with 
the new list price if they had not been 
buying in excess of their requirements 
in expectation of a speculative profit. 
If this was the case, the company was 
in no way obliged to protect those deal- 
ers who were speculating, for specula- 
tion is not one of the functions of this 
type of wholesaler. The fact that only 
a small part of the orders received at 
the lower price had to be reduced, 
showed that only a few dealers were at- 
tempting to abuse their position or to 
cover previous speculative purchases. 

This case is a further example of the 
primary need of a manufacturer to pro- 
tect and cultivate his channels of dis- 
tribution, so that a close continuity of 
interest will be effected. In price re- 
vision, whether up or down, the time 
and extent of a change should be so 
correctly estimated that the even dis- 
tribution of goods will not be disrupted. 
The protection of dealers is an essential 
whether the price change is caused by 
necessity, as in the case of the Drayton 
Company, or as a question of policy and 
elimination of possible competition, as 
in the case of the Avalon Company. 
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Conclusion 


From the foregoing study of these 
cases it is evident that the changes in 
price policy necessary in a falling mar- 
ket are clouded and complicated by vari- 
ous considerations and that the best pol- 
icy cannot be laid down for all concerns. 
Even the commonly accepted theory, 
that it is best to take losses promptly by 
a revision of prices to the full extent 
necessary to clear out inventory, cannot 
be applied indiscriminately. Each set 
of circumstances determines the advis- 
ability of the revision and the methods 
to be used in carrying it out. 

A few of the various considerations 
involved in the three cases which pre- 
vent the establishment of a general doc- 
trine may profitably be reviewed. 


PRODUCTION 


1. Commitments. The company must 
consider the raw material that it is car- 
rying and its commitments for further 
purchase. 

2. Monopoly and patent protection. 
While a monopoly and patent protec- 
tion gives a merchant protection from 
the short-time point of view, in that it 
limits the scope of competition, he must 
not allow this temporary protection to 
blind him to the principles of good 
merchandising. 


MARKETING 


1. Style risk. Style risk alone is often 
the cause of a revision of prices, and 
when it accompanies a reduction due to 
generally falling prices, there arises a 
serious problem. The stage in the style 
cycle and the speed with which it is 
moving must be carefully considered. 

3. Passing on the reduction to the 
consumer. If the reduction is not made 
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merely to widen the dealers’ margin, 
the company must get the dealers to 
consider the effect of any attempt on 
their part to withhold the reduction 
from the public. 

4. Competition. The actions of com- 
petitors and their ability to meet the 
price cut must be taken into account in 
formulating the plans for the given 
concern. 

5. Type of market. The elasticity of 
demand for a product will determine 
whether the price cut is a means of wid- 
ening the market. 


PsYCHOLOGY OF THE REVISION 


1. Effect on consumers and dealers. 
The company must at all times protect 
the channels of distribution, and it must 
consider the effect of the price cut on 
customers and on dealers. Will the 
price change diminish confidence in the 
product or maker, hurt the prestige of 
the goods or of the store, or cause a 
holding back of demand in anticipation 
of further reductions? 

2. Competitive conditions. Any price 
revision should be undertaken with the 
aim of setting the price in harmony with 


the general level as determined by com. 
petitive conditions, the cost of many. 
facture, and the demand of purchasers, 


FINANCE 


1. Amount of installment sales. The 
amount of installment sales will affect 
the ability of the dealer to pass on the 
reduction and will determine the num. 
ber of adjustments necessary. 

2. Financial strength of the concern, 
The extent to which a reduction can be 
carried and the time at which it can be 
effected are governed in a large measure 
by the financial condition of the con. 
cern. 

Conclusion 


Obviously, if a price reduction is in- 
telligently considered, the necessity, ex- 
tent, methods, and effects of the change 
will be determined from an analysis of 
the importance in the individual case of 
the above factors, or of others. Indeed, 
it can safely be said that any important 
program of price policy which attempts 
to follow a general formula and which 
does not consider the surrounding con- 
ditions is not likely to prove successful. 
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REVIEWS OF BUSINESS LITERATURE 


INSTALMENT SELLING 


By James H. Perkins 


" HE Economics of Instalment 
T setng” by Professor E. R. A. 
Seligman,! McVickar Professor 
of Economics at Columbia University, 
is the leading scholarly statement on the 
subject that has been produced. Unlike 
many of the speeches and pamphlets on 
the subject which have attempted to as- 
semble sufficient facts and principles in 
a way to prove some pet theory, Pro- 
fessor Seligman has made such facts as 
are obtainable and such principles as are 
recognized lead him to his conclusions. 
The book builds up a complete his- 
tory of the movement, and goes in 
detail into the methods employed at the 
present time. The figures which Pro- 
fessor Seligman has collected as to the 
extent of retail selling, and its propor- 
tionate place in the general retail sales 
of the country, are surprising, in view 
of the statements which have been cur- 
rent. He estimates that the total amount 
of durable consumption goods sold 
under this system in 1926 amounted 
to about $4,500,000,000 out of a total 
retail sales of about $38,000,000,000, 
and that the total amount of outstand- 
ing instalment paper was about $2,000,- 
000,000. Many people have estimated 
that of the automobiles sold about 75% 
were sold on the time-payment plan, 
whereas his figures show about 59%. 
That part of the book which deals 
with the nature of consumers’ credits 
seems to be possibly unnecessarily de- 
tailed, and gives the impression that 
Professor Seligman is answering opin- 
ions which have been put forward— 





which opinions seem hardly to warrant 
the time devoted to them. 

The chapter on “Luxuries and Neces- 
sities” is in some ways one of the best 
in the book, and could be read to ad- 
vantage by a popular audience, also 
those parts of the book which point out 
the fact that under a proper down pay- 
ment plan the purchaser is not, in effect, 
paying for more than he uses. In other 
words, he clearly brings out the point 
that if the average life of an automobile 
is five ye s and it is paid for in one 
year, at no time during the period of 
payment has the purchaser used an 
amount of goods proportionate to that 
which he has paid for. He distinctly 
recognizes, however, the difference be- 
tween the use of the goods and the sec- 
ond-hand market value for the goods. 
The latter subject, however—upon 
which there has not up to the present 
time been a sufficient history on which to 
base a satisfactory conclusion—he more 
or less leaves as one of the problems. 
The effect of the system upon produc- 
tion is also dealt with carefully. The 
conclusion seems to be that it is of less 
importance than has been currently sup- 
posed. 

The second volume of the book is 
given over to a careful study of certain 
phases of the problem, with a series of 
figures and charts that go a long way 
toward taking the subject out of the 
realm of speculation and basing it upon 





1 Edwin R. A. Seligman, The Economics of In- 
stalment Selling. (New York, Harper and Brothers, 
1927.) 2 volumes. 
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facts. In dealing with the effects of a 
depression upon the system, he takes 
the period of the coal strike in the an- 
thracite region, and gives the history 
during that period of the General 
Motors Corporation. 

It may be regretted that, perhaps 
because of the different character of the 
goods involved, and because they may 
be more distinctly classed as instruments 
of production, Professor Seligman does 
not go into the history of the credits 
given on agricultural implements, which 
caused the bankers of the country so 
much worry a few years ago. Also—as 
is natural for a scholar—although he 
mentions many of the dangers involved 
in instalment selling, it is doubtful 
whether he emphasizes sufficiently the 
fact that the elimination of many of 
these dangers lies in the hands of the 
bankers throughout the country, through 
the application of sound banking prin- 
ciples to what is, in truth, a new form 
of credit. He does show, however, that 
every new form of credit has been in 
turn subjected to bitter criticism; that, 
if sound in principle, in course of time 
it lives through its childish diseases and 
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emerges as a useful agency in the ma. 
chinery of production. 

The conclusion that one must reach 
upon reading Professor Seligman’s book 
is that there is no fundamental reason 
why the system of instalment selling 
should be detrimental either to the so. 
cial character of the people, to the 
economic production of long-life goods, 
or to the credit structure of our indus. 
try. The book clearly indicates the 
danger involved in departure from the 
principles of sound operation. The sys. 
tem is clearly shown as one which may 
be of great value to industry or, like any 
high-powered machine, dangerous if not 
properly controlled. 

Nobody has made a contribution, 
which should help toward a proper un- 
derstanding of the operation of instal- 
ment selling, of such value as has Pro- 
fessor Seligman in The Economics of 
Instalment Selling, and those people 
who are serious students of production, 
merchandising, and credit owe him a 
debt of gratitude for having done much 
toward clarifying one of the important 
untried problems in the industrial life 
of the country. 
































‘““(XAN we measure the social conse- 

quences of the Federal Reserve 
System?” “It will be easier to answer 
this question twenty-five years from 
now,” but Dr. Burgess succeeds in mak- 
ing a comprehensive evaluation by trac- 
ing the changes resulting from the sys- 
tem, pointing out its methods, showing 
how its policies are developed, and not- 
ing many points of sounder economic 
organization and practice. Even though 
all the results of the system cannot be 
finally measured, they can at least be 
more fully understood in their relation- 


»— 
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THE RESERVE BANKS AND THE MONEY MARKET’ 





ship to the national and international 
money markets, and Dr. Burgess does 
much to supply such understanding. 
With the development of the Federal 
Reserve System, the definition of its 
policies, and recognition of its strategi¢ 
position in the money markets, not 
only of the United States but of the 
world, “the student of credit condi- 
tions has a new set of statistics to fol- 
low.” These new considerations de- 















1W. Randolph Burgess, The Reserve Banks and 
the Money Market. New York: Harper and Broth- 
ers, 1927. 328 pp. $3. 
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mand “clear and exact information as 
to the daily work of the system and the 
considerations which help to determine 
Federal Reserve policies. The lack of 
general understanding as to operation of 
the present mechanism has tended ‘“‘to 
ascribe rather too much virtue and 
power to the Federal Reserve System.” 
Some appear to believe that “it is or 
should be a cure-all for economic ills; 
that it should completely stabilize com- 
modity prices, prevent bank failures, 
suppress speculation, and eliminate the 
fuctuations of the business cycle.” Dr. 
Burgess explains how, with the aid of 
the comprehensive statistics available, 
it is possible to note the relations of the 
Reserve banks and the money market 
and to draw some conclusions as to re- 
sults. 

The fundamental and non-technical 
approach in this discussion leads from 
the changes to the results in the banking 
and monetary systems, results which are 
clearly set out and are later developed 
in their effects on the money market. 
Copious illustrative material clarifies 
the treatment. 

The book has a different treatment 
and scope than most of the material 
now available concerning the Federal 
Reserve System. Senator Glass in his 
Adventure in Constructive Finance 
and Mr. W. P. G. Harding in his 
Formative Period of the Federal Re- 
serve System give origin and history; 
Dr. Kemmerer in his 4 B C of the Fed- 
eral Reserve System” gives the mech- 
anism; Mr. Goldenweiser in his Federal 
Reserve System in Operation gives the 
purpose, structure, and functions; Dr. 
Burgess’ book fills the gap. The aim 
of the book is to consider the practical 
aspects of the system’s operations, to 
set down something of the philosophy 
of the system, to determine its relations 
with the money market, and to trace its 





policies to their results. Dr. Burgess 
does not primarily concern himself with 
the theories involved in loaning, the ad- 
visability of credit extension, or the ef- 
fect of the amount now loaned. This 
approach permits him to concentrate on 
the results achieved. 

In building a background for discus- 
sion of policies and analysis of opera- 
tions, Dr. Burgess summarizes the or- 
ganization of the Federal Reserve Sys- 
tem and notes the changes in reserves, 
currency, and methods used in business 
settlements and in government fiscal op- 
erations. 

The country as a whole is constantly 
adjusting its credit supply to its needs 
through recourse to the New York 
money market, now the national market 
for surplus funds; in recent years it has 
reflected the changing financial needs of 
agriculture and business in this country 
and in foreign countries. The New 
York market deals with what might be 
called marginal supply and marginal de- 
mand for money, and hence is sensitive 
to any changes in credit conditions. The 
adjustment within the market itself is 
normally made through the Federal Re- 
serve System and particularly through 
the New York Federal Reserve Bank. 

Four principal markets make up the 
money market: two of these, the bill 
market and the government security 
market, have direct access to the Re- 
serve banks; the commercial paper and 
the stock exchange money markets must 
go through the member banks. The Re- 
serve banks, ordinarily, take the initia- 
tive only in dealing in government se- 
curities. 

The bankers’ acceptance, or bill, mar- 
ket has developed with the Federal Re- 
serve System. Though generally used 
in foreign trade, and despite its numer- 
ous theoretical advantages, the bill has 
not gained a prominent place in financ- 
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ing domestic trade. Greater use of the 
bill would be a “desirable feature in our 
money market.” This desirability may 
account for Dr. Burgess’ expectation of 
increasing use in domestic trade, but a 
more conservative view of ingrained 
habits and customs and a deeper analy- 
sis of trade financing would lead to little 
expectation of increasing use other than 
that normal to the increasing volume of 
domestic business. 

The average business man or non- 
banker is most interested in the Federal 
Reserve System’s influence on credit 
conditions effected through its decisions 
on the four major problems of deter- 
mining “‘discount rate, open-market pol- 
icy, method of dealing with member 
banks which may be abusing the privi- 
lege of borrowing, and proper pub- 
licity.” The plan of the system is to 
“safeguard both local and national in- 
terests’’ in each decision of policy. Dr. 
Burgess might have included an inter- 
esting discussion of the relative weight 
given local autonomy when this is op- 
posed to the national or the interna- 
tional viewpoint, but he prefers to quote 
opinion as expressed at the time the sys- 
tem was inaugurated, thus tacitly ac- 
cepting the view that the Federal Re- 
serve Board has no mandatory power. 
However, at the time the book was 
written there was little controversy on 
this point. 

Before analyzing credit decisions and 
their results, Dr. Burgess explains that 
it is not directly possible “‘for a Reserve 
bank to dictate how its credit shall be 
put to employment. It cannot, for ex- 
ample, restrict loans on the stock ex- 
change and at the same time encourage 
loans to the farmer. . . . The specific 
use of credit is the business of the indi- 
vidual member and non-member bank, 
and the Reserve System is no substitute 
for sound banking practice.”” This ex- 
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pression constitutes an interesting com. 
mentary on the recent agitation for Te. 
duction of brokers’ loans. It is in ling 
with the usual reluctance of the Re. 
serve authorities to accept any respons. 
bility for direct interference with specu. 
lation. 

Changes in discount rate are well. 
known evidences of credit policy. The 
rate is normally held between the 4-6. 
month commercial paper rate and the 
go-day bankers’ acceptance rate, a rela- 
tion graphically and interestingly shown 
by charts. Numerous factors, however, 
combine to determine rates. Interna. 
tional conditions have played dominant 
parts in recent determination and main- 
tenance and would seem to merit some. 
what fuller treatment, considering the 
present status of New York in interna- 
tional finance. 

The wide range of considerations in- 
fluencing discount rate decisions include 
“the total volume of credit and its 
growth, the way credit is being used, 
the condition of business, and the move- 
ments of prices.” The treatment ac- 
corded each of these factors by the Re- 
serve officials when considering rate 
changes is explained at length; graphic 
illustration furthers the discussion. The 
theories of credit extension and the eco- 
nomic justification for the volume in use 
are not within the scope of the book. 
No formula exists for rate determina- 
tion; reliance must be placed on the 
judgment of “a group of responsible 
and well-informed people.” 

The second main instrument of credit 
policy—open-market operations—is fre 
quently used to lessen short-time credit 
fluctuations, to make rate and credit 
policies more effective, and to pave the 
way for changes in the discount rate. 
Current opinion is inclined to grant 
these operations a high degree of effec- 
tiveness; Dr. Burgess recognizes their 
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importance, but calls attention to the 
fact that this “effectiveness . . . lies in 
their elect on the indebtedness of mem- 
ber banks at the Reserve banks.” Thus 
the influence of both open-market oper- 
ations and discount rate changes “‘de- 
pends not a little upon the amount the 
member banks are borrowing.” ‘“Ex- 
perience is too limited to justify final 
conclusions.” The student of banking 
might consider the effect of the increas- 
ing supply of credit in this connection. 
The publicity given by the Federal 
Reserve System to its policies and con- 
dition is unparalleled among the world’s 
banking systems. ‘This wide range of 
information available to the banker and 
the public forms a background in view 
of which the banker and the business 
man may make wise decisions as to their 
use of credit.”” Dr. Burgess goes a long 
way in increasing the public’s under- 
standing of this information by such 
chapters as that entitled ‘‘Meaning of 
the Weekly Statement of Condition.” 
Dr. Burgess makes some enlightening 
explanations of a most controversial 
subject which he styles the “Gold Para- 
dox”—‘“‘the way in which this country 
has absorbed ... gold since 1920 
without any increase in commodity 
prices.” The Reserve System is gener- 
ally said to have used “‘a credit policy 
which by a complex process keeps prices 
steady, partly by sterilizing the gold as 
it arrives, and acting almost as though 
it does not exist,” or as elsewhere 
stated, to have “virtually impounded 
this surplus gold or held it, as it were, 
in escrow, awaiting the time when other 
countries would want to buy it back.’’ 
Dr. Burgess thinks that the situation 
should be more fully analyzed. In his 





le: . . 
Sir Josiah Stamp, London Observer, December 
5, 1924. 


+ eee Kemmerer, The Annalist, January 6, 
1928, 
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opinion, “since 1922, gold imports ap- 
pear to have had something of their 
usual relationship to the amount of 
credit in use.” They have “brought no 
important increase in commodity prices, 
but have had their effect on wages and 
on prices of real estate and securities.” 

The Federal Reserve gold policy 
found expression in four ways: 

1. Resistance to secondary expansion. 

2. Putting gold into circulation. 

3. An open-market and discount pol- 

icy adjusted to the gold move- 
/ ments. 
4. Aid to restoration of the gold 
standards abroad. 

“These policies did not completely 
sterilize gold but tended to reduce its 
influence” and to aid “the only real cure, 
world monetary stabilization.” 
Federal Reserve credit has acted as a 
“cushion . . . to break the impact on 
bank deposits of changes in the gold 
stock.”” ‘Primary expansion,” that is, 
the credit extended by a member bank 
on the basis of the gold import of which 
it is the original recipient, cannot be 
checked by the Reserve banks, but by re- 
stricting loans to members the Reserve 
banks can prevent the gold imports 
from acting as a basis for “secondary 
expansion” through building member 
bank credit on borrowings used as re- 
serves. In developing his thesis that 
the Reserve System exercises no abnor- 
mal artificial restraint on credit expan- 
sion, Dr. Burgess succeeds in making 
very clear the methods used and the 
commendable results achieved by the 
system. Such conservative practice in 
credit expansion does not warrant criti- 

cism when fully understood. 

Restriction of credit expansion is fur- 
ther justified because of the possible 
temporary nature of much of the for- 
eign credit now employed in the New 
York market. Dr. Burgess conserva- 
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tively estimates that over one billion 
dollars of foreign money have been 
placed on the New York market. This 
is subject to rapid withdrawal, since “‘in 
the long run, each gold-standard coun- 
try is likely to seek to maintain a reserve 
of actual gold.” If this gold is ex- 
ported, it will be “necessary to travel 
back over the road taken when the gold 
arrives. If the gold imports had led to 
credit inflation, the country would be 
facing credit deflation as a future pos- 
sibility.” 

During the period of imports, “the 
machinery of the Federal Reserve Sys- 
tem has provided a way for storing the 
gold ready for the use of other nations. 
When gold exports begin, the Reserve 
mechanism will again be useful... . 
A cushion of Federal Reserve credit 
may protect the credit structure from 
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the direct impact of exports.” 

That Mr. Burgess is well prepared tp 
write such a book is evidenced by his ip. 
timate command of the facts and the re. 
sults achieved by the Federal Reserve 
System. The wealth of material offered 
in illustration and substantiation of the 
Reserve banks’ work could hardly be 
duplicated by an outsider. This inti. 
mate connection with the system, hoy. 
ever, seems to limit his treatment, since 
he does not stress local autonomy, man. 
agement, or smoothness of internal 
functioning. The book is not an out. 
line of theory or a history of growth, 
but a statement of results achieved by 
the Reserve banks, of their strategic po- 
sition in the money market, and of their 
methods. The material presented is 
particularly timely in the present posi- 
tion of the money market. 


+ +e 


RECENT CRITICISMS OF DISTRIBUTION 


I 


E are living today in a period 

of marketing revolution. Chain 
retailing, cooperative marketing, spe- 
cialty salesmen, market analyses, brand- 
ing by manufacturers and by dis- 
tributors — these and many more are 
evidences of the effort which business 
is exerting to establish a more effective 
system for the distribution of commodi- 
ties from those who produce to those 
who consume. We have become cal- 
loused to the headlong progress which 
the recent past has inaugurated, and in 
the press of present-day exigencies, the 
historical perspective is likely to be lost. 
But through much the largest part of 
his economic existence, man produced 
little but life’s necessities; produced 
them only for his household or for his 
neighbors; bartered them for his own 


requirements or for readily exchange- 
able commodities: there was nv need 
for selling as we know it. After the 
wider intercourse attendant on the geo- 
graphical discoveries at the opening of 
the miodern period, the specialization of 
the workman and his subjection to fac- 
tory routine, and the concentration ot 
distributive functions in large centers, 
the way was prepared for the Industrial 
Revolution. Power and transportation 
made possible large-scale, centralized 
production, which proved more econom- 
ical of human energy. When industrial 
efficiency reached the point where the 
production of commodities began to 
press on the ability of the market to ab- 
sorb them, selling became a major busi- 
ness problem. Its importance has 1- 
creased steadily up to the present time. 
The whole development since the appli- 
cation of power to machinery has occu- 


wreawmeewra ee Oo -_ --. eS LS ean Geeooaneanaeaes 








’ 


repared to 
d by his in. 
and the re. 
al Reserve 
rial offered 
ion of the 
hardly be 

his inti. 
tem, how. 
nent, since 
my, man- 

internal 
t an out. 
f growth, 
hieved by 
ategic po- 
d of their 
sented is 
sent posi- 


xchange- 
ne need 
ifter the 
the geo- 
ening of 
ation of 
1 to fac- 
ation of 
centers, 
dustrial 
ortation 
tralized 
econom- 
dustrial 
ere the 
gan to 
t to ab- 
or busi- 
has in- 
it time. 
> appli- 
$ occu- 








pied less than two hundred years. The 
emphasis on selling, for America at 
least, has been manifested during the 
period since the Civil War. It is re- 
markable that mammoth factories and 
agencies of transportation such as we 
know them should have passed from 
birth to fruition in so insignificant a por- 
tion of the course of human endeavor. 
It seems just as remarkable that we 
should expect human minds to perfect 
the less tangible processes of marketing 
in the course of three-quarters of a cen- 
tury. 

There is no doubt, however, that dis- 
tribution, measured by its cost, has not 
yet achieved a desirable degree of efh- 
ciency. The problem of reducing this 
cost has received the attention not only 
of business, but of students and cham- 
pions of the consumer, out of whose 
pocket it is ultimately met. Interesting 
treatments recently issuing from the 
latter are Your Money’s Worth, by 
Stuart Chase and F. J. Schlink,? and 
The Distribution Age, by Ralph Bor- 
sodi.* This discussion of the present 
marketing situation is prompted by the 
contentions which they advance. It does 
not attempt to deal specifically with 
every argument adduced; lack of space, 
furthermore, prevents the thoroughgo- 
ing treatment which would be desirable. 
Despite, however, this unavoidable ele- 
ment of inadequacy, the discussion does 
attempt to cover, as fully and concisely 
as possible, the important considerations 
involved. 


Disregarding the actual physical dis- 
tribution of commodities, which would 
require detailed consideration of storage 
and transportation facilities, the main 


: Stuart Chase and F. J. Schlink, Your Money’s 
Worth, New York: The Macmillan Company, 
1927, 

“Ralph Borsodi, The Distribution Age, New 


York: D. Appleton and Company, 1927. 
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counts on which the effectiveness of mar- 
keting practice is questioned by these au- 
thors are as follows: adulteration and 
misrepresentation of commodities; abuse 
of advertising (and personal salesman- 
ship) in (a) unjustifiable volume, (db) 
exaggeration, and (c) stimulation of un- 
worthy motives; lack of a desirable 
degree of standardization of products; 
expensive accommodation of packaging, 
styling and other so-called needless serv- 
ices; branding and promotion by manu- 
facturers. 


II. Assumptions 


In the discussion of these strictures, 
two assumptions of general applicability 
will be made. The first is this: that 
the bulk of present-day sales transac- 
tions are carried on in a manner entirely 
consistent with the ethical conceptions 
which time has thus far developed. 
There can be no disagreement with the 
statement that business practice has been 
consistently improving in its conformity 
with standards of social advantage. 
And there will probably be little dispute 
that the area in which unsocial methods 
are practiced is much the smallest part 
of the business world. Accepting the 
classification of Chase and Schlink, pro- 
fessional and specificational buying ex- 
clude the large volume of sales which 
are made to industrial units and to large 
organizations; and luxuries also are 
eliminated because they are bought al- 
most purely on emotional motives and 
because those who buy them are ordi- 
narily financially able to absorb without 
harm the loss due to poor judgment. 
Only for those goods, then, which are 
bought by consumers and which are out- 
side the luxury classification do the pred- 
icated revisions offer opportunity for 
improved practice. Their volume, 
though large in the absolute, is small 
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relatively; and in connection with only 
a part of this remainder do the listed 
criticisms apply. 

The second assumption is this: that 
in the industrial organization in which 
we work, selling effort is necessary. 
This was not true as long as production 
was carried on only for a very restricted 
market, but it has been the case ever 
since goods were first produced not to 
order, but for chance sale. For new 
products, the proposition is obvious, 
since prospective buyers must be edu- 
cated to their uses and convinced that 
they fill a real need. It holds in general 
for all products, because the buyer will 
not ordinarily take the initiative and is 
often not in a position to know the 
sources or the relative merits of com- 
modities for which he may be in the 
market. Large-scale buying, to be sure, 
is increasing, and with its development 
will come more consumer initiative. But 
even if all products were bought in large 
quantities by specialists—cooperatively 
or otherwise—it would not mean that 
sales effort could be dispensed with. It 
would merely involve a decrease in the 
number of those engaged in that line of 
endeavor, with an accompanying im- 
provement in their caliber. 

Sales promotion, it appears, justifies 
itself in two ways. The creation of new 
wants is one. Whether these wants are 
legitimate from the point of view of so- 
ciety, it is sometimes hard to decide; and 
it must be admitted that there is real 
power one way or the other in the hands 
of those who control the capacities of 
the best minds and the large funds of 
capital—to divert the course of pur- 
chase to goods which give the consumer 
satisfaction of more essential needs, or 
less. The other lies in the stimulus 
which is exerted on the energy of those 
engaged in productive activity through 
their desire to satisfy the wants, new or 





old, which are continually awakened, |; 
the last analysis, the satisfaction of the 
socially desirable needs of the consumer 
is the ultimate test of the validity of any 
business activity. If selling effort is di. 
rected toward that end, it merits public 
approval; if, on the other hand, it js 
used for the disposal of products which 
are of dubious value or of no value at 
all for the satisfaction of needs, it goes 
contrary to the dictates of the public 
good. 


II. The Problem 


In this light, let us examine the listed 
criticisms which have been leveled at 
the marketing system. Adulteration, 
clearly, involves the sale of a product 
the constituents of which are other than 
they are purported to be, and is but one 
species of misrepresentation. If, how- 
ever, as in the case of shoddy cloth, the 
article meets with a demand for a cheap 
variety of a good, and if the consumer 
is not deceived as to what he is buying, 
misrepresentation cannot be said to 
exist. 

Misrepresentation is found in a vari- 
ety of guises. Food products with a 
harmful preservative; patent medicines 
which are represented to be effective 
curative agents and are no such thing; 
products which are perfectly good in 
themselves, but which are described in 
print or by word of mouth in terms 
which their value in use does not justify: 
there is no doubt that the practices here 
involved are undesirable. All efforts 
should be directed toward their elimina- 
tion, both by business and by the public. 
Effective agencies are needed for prose- 
cution and persuasion. But for the ul- 
timate consumer the remedy of buying 
in groups or by standards is probably 
not feasible, at least under present con- 
ditions. His buying habits, his preju- 
dices, dictate otherwise. The conve- 
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nience of buying a commodity already 
compounded rather than mixing it per- 
sonally from the proper constituents, 
and of sending to the corner store fora 
small immediate purchase rather than 
planning ahead and buying in quantity 
through some cooperative association, 
play too large a part in the lives of the 
present consuming public to be easily 
circumvented. 

Standardization and the curtailment 
of expensive services admit of less pre- 
cise treatment. For all goods which do 
not cater to the needs of the ultimate 
consumer, standardization will in nearly 
every case work for both convenience 
and economy. For the rest of the field, 
the question must be approached from 
the standpoint of what the consumer 
wants. Variety in commodities is one 
of the great things which the modern 
industrial system has provided, and 
there should be no thought of lessening 
this essential advantage. The difficulty 
arises in appraising the value of the 
multiplicity of brands and varieties with 
which the market is flooded and such 
services, modern at least in their large- 
scale application, as packaging. The 
manufacture of many brands of equiva- 
lent quality is one of the wastes pro- 
duced by the competitive system. It can 
be defended only by whatever merits are 
inherent in that type of industrial or- 
ganization. But even without regard to 
such considerations, it is, as we shall see, 
ina fair way to curing itself. Packaging 
Possesses inherent merits which will in- 
sure its persistence: convenience, clean- 
liness, uniformity of quality and quan- 
tity. It is true that it has been resorted 
to as a means of diverting attention 
from the quantity dispensed—witness, 
among others, the 12-ounce package of 
coffee and the ro-unit package of razor 
blades. What is needed in such cases is 
not so much a change in the package, 
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which may be convenient and otherwise 
economical in itself, but rather a more 
definite effort on the part of producer 
and distributor to make clear the ele- 
ments of the transaction. Equality of 
understanding between buyer and seller 
is essential if the buyer is no longer al- 
ways to beware. And the confidence of 
the consumer in the sincerity of those 
to whom he looks to fill his requirements 
is too necessary an adjunct to large-scale 
business to be disregarded. 

Specialties such as prepared breakfast 
foods are another factor of the present 
situation which awakens discontent. It 
is contended that they add little if any- 
thing to the value of the raw product 
and add exorbitantly to its cost. Toa 
considerable extent, the charge may be 
true; but aside from what may perhaps 
be a needless diversity in form, these 
things do provide the variety which we 
have considered of fundamental desir- 
ability. Styles in clothing and other 
commodities are essentially of the same 
character. Their abuse undoubtedly 
produces waste in the subordination of 
quality; but general condemnation again 
butts its head against the wall of what 
the consumer wants. There is un- 
questionably room for improvement; 
considerable control over the direction 
of consumer purchasing power rests with 
the men and the capital which are found 
at the top of the industrial scheme; but 
as long as there exists a demand among 
the populace for variety, for conven- 
ience, for any satisfactions other than 
purely rational ones, it will be profitable 
and in the main socially desirable to 
indulge it. 

That is the crux of the problem. For 
that class of goods and services, on the 
one hand, which clearly involves decep- 
tion or degradation of tastes for the: 
consumer, we can have only censure; 
and only approbation, on the other 
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hand, for those which just as clearly 
cater to legitimate needs in an economi- 
cal manner. The trouble comes in the 
large border zone. It is difficult, if not 
impossible, to determine what needs are 
“legitimate”; individual judgment is in- 
volved, and individuals do not agree. 
Thinking on the subject, however, is 
undeniably valuable, and the time may 
come, with the improvement in the so- 
cial sciences, when such determination 
will be more nearly practicable. 

For the' present, it is sufficient to con- 
sider the disturbing effect upon business 
which is produced by the success of con- 
cerns which apparently disregard the 
fundamental social requirements of eco- 
nomic activity. If a competitor builds 
up a large volume in a product, or by 
methods which seem questionable, shall 
the sales manager refrain from the same 
sort of practice at the risk of declining 
volume of sales or perhaps even elimi- 
nation from the field? If the course of 
economic gain does not coincide with 
that of social benefit, shall individual 
prosperity be sacrificed to some ethereal 
concept of altruism? It is a problem 
with which many businesses are at some 
time faced. Granted that the two are 
irreconcilable; then the decision rests 
between the exploitation of the system 
of profit incentive on the one hand, and, 
on the other, the abandonment of busi- 
ness activity to those whose scruples are 
less acute or less developed. It is a hard 
choice, if it must be made. 

But the experience of isolated con- 
cerns is not conclusive. Business has 
been developing a growing and well- 
founded conviction that, to use the pat 
phrase, the path of service is the path 
of success. The proposition is reason- 
able when it is considered that the basis 
for stable industrial organization on a 
large scale must be that of mutual con- 
fidence and sincerity. Without them, 





markets cannot be held, even if they can 
be gained in the first place. Critics gen- 
erally have overlooked or underesti. 
mated the effect of competition on any 
concern which seeks to insure its own 
continued prosperity at the expense of 
those to whom it sells. Save in those 
products where quality cannot be deter. 
mined by inspection or perhaps even by 
continuous use, the failure of any com- 
modity to provide the consumer satis. 
factions which it was bought to provide, 
brings on the positive check of diminish. 
ing repeat purchases. Few products are 
not subject either to repeat sale or to 
replacement; and even for those few, 
any large variance with quality or price 
standards makes itself felt through its 
effect on the product’s reputation with 
the market. 

Successes apparently attained in spite 
of these natural correctives may be ex- 
plained, on this hypothesis, in two ways. 
Both arise from the fact that the work- 
ings of economic forces take time: that 
situations are possible in a restricted 
period which the long run irens out. 
For certain products unsound conditions 
may exist for some time before the re- 
actions which they ultimately awaken 
are apparent. For others, the product 
itself and the means used for its distri- 
bution may be quite sound, but through 
some sort of monopoly control, by pat- 
ent or perhaps merely by innovation, the 
concern may be able for a time actually 
to keep itself out of direct price compe- 
tition. The inordinate profits realized 
by such concerns are a reward for i0- 
vention and progress—the differential 
gains which the profit economy provides 
for the pioneer. But it must be noted 
that neither of these exceptional classes 
of circumstances are of permanent effect 
in defeating the influences of competi: 
tion. 

Modern industry has had but little 





~~ me @o oe Gee ee 6GlUC lO. 





they can 
tics gen. 
ideresti. 
On any 
Its own 
ense of 
in those 
e deter. 
even by 
ny com- 
T satis. 
rovide, 
iminish- 
ucts are 
> or to 
se few, 
yr price 
ugh its 
m with 


in spite 
be ex- 
) Ways. 
> work- 
: that 
tricted 
IS Out. 
ditions 
the re- 
waken 
roduct 
distri- 
rough 
yy pat- 
yn, the 
‘tually 
ompe- 
alized 
or in- 
ential 
»vides 
noted 
lasses 
effect 
npeti- 


little 





time to work out a formula for the gov- 
ernment of its new conditions; and it 
seems likely that if we could project our- 
selves fifty years into the future, the 
inconsistencies with which the present 
generation is struggling would stand out 
not as permanent and basic difficulties, 
but rather as natural fluctuations to be 
expected in the early course of a new 
and humanly instituted economic regime. 
No claim is made that unrestricted com- 
petition will of itself cure all the indus- 
trial wastes which we are experiencing: 
some conditions will require the growth 
of a better code of business ethics, if 
they are not left to be handled in a less 
eficient manner by legislation; but, as- 
suming the competitive system, there is 
no doubt that most of the defects of 
which complaint is being made are now 
in the process of correction by natural 
forces. 
IV. Correctives 


It will be opportune at this point to 
summarize the means which are being 
evolved to produce improvement. That 
of competition will afford more elabora- 
tion, and it will be well to see in some 
specific aspects precisely what is occur- 
ring. The needless multiplicity of 
brands, for one thing, is curing itself. 
Duplication of brands on the shelves of 
retailers ties up capital, retards stock- 
turn, and often necessitates price reduc- 
tions to move otherwise unsalable mer- 
chandise. Retailers recognize the fact, 
and under the pressure of competition 
from the chain stores, which have led in 
the simplification of stocks through re- 
duction in the number of brands, they 
are exercising more selective judgment 
on the goods offered to them. With the 
extension of this process, only a limited 
number of brands can secure adequate 
distribution, and those which fail to do 
so will tend to be eliminated. 
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Price competition (quality and price 
are of course inextricably joined) is a 
powerful force. Chase and Schlink 
quote from a statement by a famous ad- 
vertising agency: “The final purpose of 
advertising is not to prove the compara- 
tive superiority of the article in compe- 
tition. The object of advertising is to 
‘take it out of competition,’ that it will 
no longer be compared, but will be ac- 
cepted by the buyer” [page 166]. 
Though that is undoubtedly the fre- 
quent aim of producers, the possibility 
of its attainment may well be ques- 
tioned. Intensive selling effort (adver- 
tising is only one of the means) costs 
money. If the producer is to make a 
profit, this cost must be shifted to the 
consumer in the form of a higher price.® 
And it is probably an untenable assump- 
tion, under ordinary circumstances, that 
consumers will for long continue to pay 
an appreciably higher price for one 
brand, even if that brand is backed by 
high-pressure sales methods, than for 
another of the same quality and attrac- 
tiveness. Unjustifiably intensive sales 
effort carries the seeds of its own defeat. 

It must be noted also, in connection 
with this topic, that products are sub- 
ject to competition not only from other 
brands and varieties of the same general 
class, but from other products to which 
the consumer’s purchasing power may 
be diverted. This factor of intercom- 
modity competition is one of compara- 
tively recent realization, but it is one 
which: most manufacturers must take 
into account. The growth of trade as- 
sociations and cooperative advertising 
indicates that many of them are making 
it the subject for action. 





8 Except, of course, in the extent to which any 
larger volume obtained permits lower manufactur- 
ing costs. But sufficient volume is not necessarily 
obtained; and reduction of costs cannot proceed 
indefinitely from this source. 
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But there are important forces in 
business other than competition working 
for the perfection of the marketing 
scheme. One of the most hopeful is 
the positive factor of scientific method 
which is being applied in what has 
hitherto been generally considered a 
field too emotional or intangible for its 
proper use. Final attainment in this 
direction must await the better develop- 
ment of the social sciences—notably that 
of mass psychology. But on the bases 
thus far established, business has a con- 
siderable accomplishment to its credit. 
Analyses of the market and improved 
methods for the selection of salesmen 
may be adduced as illustrations. Many 
others could be cited, and a wide exten- 
sion may be confidently expected in the 
future. 

Beyond business’s natural workings 
society must depend on legal and ethical 
standards. In law, it may expect to se- 
cure the crystallization of only a mini- 
mum of the requisite curbs to the anti- 
social consequences of intelligent self- 
interest. Legal principles work out 
slowly, and there are limits beyond 
which, in a democratic society at least, 
they cannot go without paternalistic im- 
plications. Business in the past has de- 
pended too much on the assistance of 
legislatures and courts—has even in- 
vited their supervision by failure to reg- 
ulate itself and by depending on such 
governmental favors as the tariff. Leg- 
islative bodies are ill equipped, through 
lack of intelligent background and close 
contact, to handle current problems with 
a view toward permanent results rather 
than the expediencies of the day. 

The solution lies in the assumption by 
business of responsibility for the solu- 
tion of its own social problems. This 
implies broadly the development of an 
effective code of business ethics. In its 
marketing aspect, as in business as a 


whole, the tendency toward such an as. 
sumption of responsibility is unmistak. 
able. Contrast present practice in this 
respect with the chaotic situation of half 
a century ago. Trade associations and 
the large corporations, which seem to 
take more readily to the long-time point 
of view, are constructive agencies. The 
prime essential, however, is the growth 
of an intellectual groundwork amon 
business men individually. The fact 
that well-conceived selfish action tends 
in the business field to coincide with 
socially desirable results makes evident 
the fundamental need for widespread 
dissemination of sound principles. If 
the time comes, as expectation seems to 
warrant, when business itself takes on 
the mantle of professional solidarity, 
the ethical problems with which we are 
faced will have gone their longest way 
to solution.* 


V. Advertising 


No exhaustive disquisition on the sub- 
ject of advertising will be attempted; 
but because it is constantly before the 
public eye, it oftenest provokes comment 
and attack, and a few words may prop- 
erly fall within the limits of this discus- 
sion. Personal salesmanship, both in 
man power and expenditure involved, 
considerably outranks advertising as 2 
cost of distribution; it is subject, un- 
doubtedly, to the same abuses, though 
from its nature they are more obscure; 
and those critics are therefore deficient 
in their treatment who allow themselves 
to be carried away by the apparent mag- 
nitude of the institution of publicity, to 
the exclusion of similar considerations 
in connection with personal selling. 





* For an excellent and thorough treatment of this 
general subject, see “The Social Significance of 
Business,” by Wallace B. Donham, Harvard Busi- 
ness Review, July, 1927, p. 406. 
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Three points with regard to adver- 
tising may well be made. It possesses, 
‘1 the first place, undisputed merits, if 
properly conducted. Its exact contribu- 
tion to the sales program is not easy to 
measure, and on that account executives 
have often erred in their use of it as to 
types, mediums, and quantity. But it 
accomplishes certain functions which 
cannot be performed in any other way; 
and it is probable that its judicious mix- 
ture in the sales program provides in 
most instances a more economical means 
of distribution than can be obtained 
without it. 

The second point is this: that repeti- 
tion alone is ordinarily not reputation, 
as Chase and Schlink contend. Unless 
the product proves satisfactory in use, 
it will not be purchased again, the exer- 
tion of continuous pressure notwith- 
standing. Where quality cannot be 
judged, the contention may have some 
validity. But such products are few, 
relatively; the inability of the consumer 
to weigh results is often rather apparent 
than real; and for such products as re- 
main, patent medicines among them, 
results will be secured not by the elimi- 
nation of advertising, but by the educa- 
tion of the public to know what they can 
and cannot do. 

It is worth while to note that repeti- 
tion itself may in some cases be desirable 
from the standpoint of efficiency, on the 
assumption that an advertisement in one 
issue of a periodical is missed by many 
who will find and read it in the next— 
in other words, that continuous publicity 
may be necessary to reach the whole 
market. Furthermore, new generations 
and new strata of buyers must con- 
stantly be reached if the strong selling 
torce of brand familiarity for a product 
is to be maintained in permanent in- 
tensity.” Competition between brands 
on these bases has occasioned continu- 





ally augmented expenditures for adver- 
tising; but there is a limiting factor in 
the increasing size of newspapers and 
magazines and the consequently sharp- 
ened competition for readers’ attention 
which, by decreasing effectiveness, re- 
strains the movement. 

The abuses of advertising, finally, in 
extravagant claims and misrepresenta- 
tion, are checked by two processes. Un- 
der normal conditions, the public be- 
comes accustomed to the repeated use 
of superlatives and imaginative terms, 
discounts them, and relies more and 
more on its own judgment rather than 
on printed representations. Once adver- 
tising has in this manner become ineffec- 
tive, it is obviously to the advantage of 
its users and of the profession to turn 
to the more desirable course of moder- 
ate statement and truthful description: 
a tendency recently evident, for in- 
stance, in the copy of toothpaste pub- 
licity. If the normal reaction does not 
set in, then resort must be had for cor- 
rection to the rapidly developing ethical 
standards of the advertising profession. 
Extravagant claims more than any 
other one thing have brought their call- 
ing into disrepute; and the more pro- 
gressive among them are shaping their 
policies for permanent constructive ends. 


VI. Summary 


For better or worse, we are living in 
a world characterized, in its material as- 
pect, by a profit economy and large-scale 
machine production. Its possibilities for 
a more comfortable and less arduous ex- 





5 Hotchkiss and Franken, in their study, The 
Measurement of Advertising Effects (New York: 
Harper and Brothers, 1927), as a result of their 
test have reached the conclusion that concerns which 
cease advertising suffer a decline in consumer fa- 
miliarity with their brands, and that, together with 
satisfaction from use, such familiarity is probably 
the most effective means for the stimulation of 
repeat purchases. 
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istence are great; its inherent deficien- 
cies no less definite. But except in a 
minor way, those questions are not here 
under discussion. The existing order is 
accepted by assumption, and the prob- 
lem is how, from the marketing stand- 
point, to make the best of it: to mini- 
mize the difficulties and to promote the 
advantages. The foregoing pages have 
dealt mainly with the negative side of 
the picture; but the analysis has ar- 
rived at the hopeful conclusion that in 
general, and in the long run (essential 
restrictions, and not damaging to the 
proposition) the efforts of enlightened 
executives in the direction of more efh- 
cient and more economical distribution 
are in line with the social advantage of 
the community. When a permanent ad- 
vance in effective merchandising is 
achieved, the benefit is that not solely of 
the concern which utilizes the new 


method, but of the populace at large, 
If there exist, however, difficulties which 
human capacity will be unable to solve, 
even ultimately, then their effect must 
be charged off in the reckoning against 
the benefits which the economic system 
provides. 

It is not only the advantage, but the 
duty, of the community—of business 
most of all, for business is most closely 
affected—to bend its efforts toward the 
perfection of distributive methods. 
Without honest criticisms such as those 
we have examined, the resolution of the 
tangle which distribution now presents 
will be sensibly slower. But the mar- 
keting situation is intensely dynamic, the 
period of its development has been 
short, and its problems, only to be 
solved by the workings of human facul- 
ties, will of necessity require time for 
solution. 
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